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INTRODUCTION 

P r i o r  t o  any dec i s ion  on funding a  s p e c i f i c  a g r i c u l t u r a l  

c r e d i t  p r o j e c t ,  it i s  u s e f u l  t o  undertaKe a  broader assessment 

of r u r a l  f i n a n c i a l  markets i n  t h e  count ry  i n  ques t ion .  It 

i s  of  g r ea t  va lue  t o  l e a r n  t h e  s i z e  o f  t he se  markets  and 

understand t h e  m y s  i n  which t hey  a r e  func t ion ing .  It i s  

important t o  know the  degree t o  which t he  f i n a n c i a l  in termediat ion 

process  is  being supported,  d i s t o r t e d  o r  const ra ined by 

o the r  po l i cy  measures and the  way in which t h e  f inanc ing  

of t he  c r e d i t  p r o j e c t  i n  ques t ion  would be con t r i bu t ing  t o  

o r  d e t r a c t i n g  from e f f e c t i v e  r u r a l  f i n a n c i a l  in te rmedia t ion  

and r u r a l  development. 

I n  designing a  genera l  assessment of t he  cu r r en t  s t a t e  

and func t ion ing  of r u r a l  f i n a n c i a l  markets  (RFMs) t h e  fol lowing 

f e a t u r e s  of RFMs should be documented and analyzed:  

1. The access  t o  formal , c r e d i t  amcng t h e  t o t a l  farm 

populat ion and, where p o s s i b l e ,  a  d i saggrega t ion  

of t h i s  r e l a t i v e  share  by farm s i z e  and e n t e r p r i s e  

type.  This  would r e q u i r e  a r e p r e s e n t a t i v e  farm- 

household survey o r ,  a t  l e a s t ,  a  farm l e v e l  c r e d i t  

survey in  a  reasonably r e p r e s e n t a t i v e  r u r a l  region 

of t he  country t h a t  could  s e rve  t h i s  purpose;  

2 .  The changing p a r t i c i p a t i o u  o f  va r ious  i n s t i t u -  

t i o n a l  sources of a g r i c u l t u r a l  c r e d i t .  hhere 

p o s s i b l e ,  one should d i s t i n g u i s h  t h e  predominant loan 



and farm c l i e n t  c h a r a c t e r i s t i c s  of t he se  s e p a r a t e  

i n s t i t u t i o n a l  p o r t f o l i o s  (e. g. term s t r u c t u r e ,  

loan s i z e ,  e n t e r p r i s e  t y p e s  f inanced,  t y p i c a l  

range of  farm s i z e ,  e t c .  ). F i n a l l y  aggregate  and 

c rop - spec i f i c  a g r i c u l t u r a l  c r e d i t - - a g r i c u l t u r a l  

ou tpu t  r a t i o s  should be es t imated  over time f o r  t h e  

count ry  t o  d e t e c t  t he  changing p a t t e r n  of  c r e d i t  

use  and pos s ib l e  c r e d i t  d i v e r s i o n ;  

The farm-type incidence o f  informal c r e d i t  a c t i v i t y  

and t h e  way i n  which farmers  blend t h e t r  use o f  both 

informal and formal c r e d i t .  A r e p r e s e n t a t i v e  farm- 

household survey w u l d  be neces sa ry  t o  determine 

t h i s  a c t i v i t y .  

4 .  The s t : -ucture  of nominal and r e a l  r a t e s  of i n t e r e s t  

i n  f i n a n c i a l  markets ,  t h e  range  of  c e n t r a l  bank 

i n t e r e s t  r a t e ,  r e se rve  requirement and s e l e c t i v e  

c r e d i t  a l l o c a t i o n  c o n t r o l s  and the  impact of  t h i s  

i n t e r e s t  r a t e  environment and f i n a n c i a l  s e c t o r  c r e d i t  

r egu la t i on  on t he  supply o f  c r e d i t  and domestic 

s a - ~ i n g s  mohi l i za t  ion ;  

5. The lending c o s t s  of t h e  va r ious  i n s t i t u t i o n a l  sources  

o f  r u r a l  f inance.  These lending c o s t s  should be 

d i saggrega ted ,  where p o s s i b l e ,  i n t o  loan evakuat ion,  



l oan  a d m i n i s t r a t i o n ,  l o a n  r e c o v e r y ,  and t e c h n i c a l  

a s s i s t a n c e  and s u p e r v i s o r y  a c t i v i t i e s  s o  as t o  

de termine  t h e i r  r e l a t i v e  importance i n  t o t a l  c o s t s .  

These c o s t s  shou ld  be e s t a b l i s h e d  on a p e r  l o a n  

and p e r  u n i t  o f  cu r rency  b a s i s  o v e r  time and compared 

t o  t h e  i n t e r e s t  r a t e  (on a p e r  u n i t  of  cu r rency  

b a s i s )  t o  de termine  t h e  degree  t o  which t h e  e s t a b l i s h e d  

ave rage  i n t e r e s t  r a t e  i s  cover ing  t h e s e  c o s t s .  

A t  t h e  same t i m e  t h e  marg ina l  c o s t s  of  s e r v i c i n g  

s e l e c t e d  borrowing c l a s s e s  shou ld  be de termined t o  

weigh a g a i n s t  t h e  presumed b e n e f i t s  o f  s e r v i c i n g  

t h o s e  c l i e n t e l e ;  

6 .  The borrowing c o s t s  (above and beyond i n t e r e s t  r a t e  

cha rges )  f a c i n g  borrowers i n  r c r a l  f i n a n c i a l  markets .  

I m p l i c i t  o r  hidden c o s t s  i n v a r i a b l y  make up an impor tant  

component o f  t h e  t o t a l  c o s t  o f  borrowing by new 

borrowers o r  t h o s e  n e g o t i a t i n g  smal l  l o a n s  i n  formal  

c r e d i t  markets .  Out-of-pocket expenses  f o r  f r e q u e n t  

t r i p s  t o  t h e  bank, numerous f e e s  and i n f o r m a t i o n a l  

and documentation expenses  a long w i t h  work t ime 

l o s t  i n  thcsc proceedinl;:; shor11.tl IT clocumcmt-cltl . 

S e l e c t e d  farm-household su rveys  can e f f e c t i v e l y  

r e c o r d  t h e s e  expenses  by farm and l o a n  s i z e  and 

e n t e r p r i s e  t y p e  and o f f e r  v a l u z b l e  i n f o r m a t i o n  on 



t he  incidence of t he se  expenses on borrowers 

a s soc i a t eu  wi th  va r ious  loan  programs; 

7 .  Delinquency and d e f a u l t  r a t e s  of i n s t i t u t i o n a l  

r u r a l  c r e d i t  p o r t f o l i o s .  These r a t e s  should be 

broken down by farm s i z e ,  loan s i z e ,  e n t e r p r i s e  

type ,  and term s t r u c t u r e  f o r  r ecen t  c r e d i t  

behavior so a s  t o  determine t he  major c h a r a c t e r i s t i c s  

o f  t h e  most r i sk-prone  c l i e n t e l e .  This  d a t a  should 

be c o l l e c t e d  and disseminated t o  r e l e v a n t  loan 

o f f i c e r s  eva lua t ing  c u r r e n t  loan a p p l i c a t i o n s  and 

used t o  eva lua t e  t h e  ope ra t i ona l  performance 

o f  each c r e d i t  program; 

8. Pr ic ing  policieis  a f f e c t i n g  product p r i c e s  of the  . -- 

r u r a l  c l i e n t e l e  of  r u r a l  f  i n a u c i a l  i n s t  i t ' u t i o n s  and 

programs. This  documentation permits  i n s i g h t s  i n t o  
-- 

t he  degree a'f pena l i za t i on  of t h e  r a t e  of r e t u r n  t o  

farming a c t i v i t i e s  through such p o l i c i e s  a s  r e t a i l  
- 

- 

food p r t c e  c o n t r o l s ,  subs id ized  impc::ts of f o o d s t u f f s ,  

overvalued exchange r a t e s  on a g r i c u l t u r a l  expor t s ,  

commodity board monopoly purchases of  farm g a t e  

ou tpu t  p r i c e s  wel l  below p reva i l i ng  world p r i c e s ,  - - 

. . 

e t c .  Such measures , in  a f f e c t i n g  t h e  r a t e  of  r e t u r n  -- 

t o  farming, induce c r e d i t  d ive r s ion  t o  uncont ro l led  ' . '  

a c t i v i t i e s  and compromise loan  recovery i n  t h e  ' 

- 

p o r t f o l i o s  of formal programs of a g r i c u l t u r a l  f inance ;  



9. Savings mobilization e f f o r t s .  Past savings t rends  

(espec ia l ly  t h e  aggregate of individual  savings 

accounts) should be documented by i n s t i t u t i o n s .  

Po l i c i e s  a f fec t ing  savings incent ives  should be 
. . 

i d e n t i f i e d  such a s  t h e  changing r e a l  r a t e  of 

i n t e r e s t  on savings depos i t s ,  withdrawal pena l t i e s  

and the reserve  requirement on savings depos i t s .  

Through documentation and ana lys i s  of the above in fo r -  

mation i t  would be poss ib le  t o  assess  the  performance of 

r u r a l  f inanc ia l  markets and i n s t i t u t i o n s  serving those 

markets. The d i s t o r t  ions and i n e q u i t i e s  i n  these markets, 

the cos t s  of f i n a n c i a l  intermediat ion,  the impl i c i t  income 

t r a n s f e r s  associated with these programs and the  incent ives  

f o r  e f f e c t i v e  savings mobil izat ion could be e s t ab l i shed .  

The r o l e  of any new c r e d i t  p ro jec t  ccluld then be placed i n  

proper context as  e i t h e r  contr ibut ing towards o r  de t r ac t ing  

from e f f e c t i v e  r u r a l  f i n a n c i a l  intermediation in  l i g h t  of 

the  s p e c i f i c  i n t e r e s t  r a t e  and o ther  con t ro l s ,  i f  any, 

associated with i t s  implementation. 

The following repor t  does not  presume t o  cover a l l  

of the above agenda. The l imi t a t ions  of time and da ta  

preclude t h i s  p o s s i b i l i t y .  However the design of the research 

behind the co l l ec ted  works i n  t h i s  r epor t  r e f l e c t  the  obj ec t ives  

del ineated above, namely a des i r e  t o  document and i d e n t i f y  

the major elements a f f e c t i n g  the  performance of r u r a l  f i n a n c i a l  



- - 

market i n s t i t u t i o n s  and programs in Honduras. ?u;.s r: ; -  .L.LY - 

. . both a .  macro and a microeconomic pe r spec t ive  , w > -  11; a/ 3 

experience a t  t he  farin-householc! l e v e l  and o!: .?.-.is.? in;.. .. ;.t:utional 

l e v e l  and an understanding of n o t  on ly  t h e  proper environment 

f o r  t he  e f f e c t i v e  use  and repayment o f  c r e d i t  but  a l s o  an 

apprec ia t ion  f o r  an important element o f  r u r a l  f i n a n c i a l .  

markets ,  namely, t he  savings mobi l i za t ion  s i d e  of r u r a l  - 

f inance  . 
Professor  Claudio Gonzalez-Vega o f  t h e  Univers i ty  of  -. 

Costa Rica i n  t h e  f i r s t  f o u r  chap te rs  of t h i s  r epo r t  l a r g e l y  
- - 

addresses  t he  macroeconomic pe r spec t ive  o f  r u r a l  f inance i n  
- 

t h e  Honduran s e t t i n g .  He f i r s t  o f f e r s  an ex tenc ive  review 

of  t he  Honduran economy i n  t he  l a s t  two decades w i th  an 

em?hasis on t he  1970 ' s .  Next he c r i t i c a l l y  analyzes  t he  - 

performance of  t he  f i i l a n c i a l  s e c t o r  i n  t h e  same per iod.  His 

t h i r d  chap te r  documents t h e  t r ends  i n  t h e  g loba l  supply of 

a g r i c u l t u r a l  c r e d i t  and eva lua t e s  t h e  r e l a t i v e  performance 

o f  t h e  s eve ra l  i n s t i t u t i o n a l  channels f o r  r u r a l  c r e d i t .  
- 

F i n a l l y  he reviews t h e  evo lu t ion  of t h e  p o r t f o l i o  of t he  
A 

A g r i c u l t u r a l  Development Bank (BANADESA) through t ime and i t s  
- - 

changing r e l a t i v e  r o l e *  i n  t he  r u r a l  c r e d i t  scene. 

Professor  Robert Vogel o f  Syracuse Univers i ty  then 
- 

p r e s e n t s  m a t e r i a l  and d i scusses  i s s u e s  concerned wi th  savings  

mobi l i za t ion  i n  t h e  cu r r en t  Honduran f i n a n c i a l  s e t t i n g .  - 

Following t h i s  Car los  Cuevas and Douglas Graham of  Ohio S t a t e  



Univers i ty  cont inue t he  d:;:.;.n,ussion of t he  A g r i c u l t u r a l  

Development Bank (BANADESA) i n  Chapter V, t h i s  t i m e  i n  t h e  

context  o f  delinquency ques t ions  and lending c o s t s .  Chapter 

V I  (co-authored by the  same au tho r s )  descr ibes  t h e  ex t ens ive  

farm household survey undertaken i n  August 1981 and pz esen t  s 

d e t a i l e d  r e s u l t s  and a n a l y s i s  of t he  borrowing (or  t r a n s a c t i o n )  

c o s t s  o f  formal c r e d i t  customers and t h e i r  experience wi th  

informal c r e d i t  a c t i v i t y .  

In Chapter V I I  P rofessor  Ronald Tinnermeier of Colorado 

S t a t e  Univers i ty  then reviews c r e d i t  supervis ion a c t i v i t i e s  

i n  Honduran r u r a l  c r e d i t  i n s t i t u t i o n s ,  t h e i r  scopc, form 

and e f f i c i e n c y .  In Chapter V I I I  J e r r y  Ladman and Randy 

S t r i n g e r  of  Arizona S t a t e  and Wisconsin U n i v e r s i t i e s ,  respec-  

t ive]-y,  p resen t  a  d e t a i l e d  s tudy  o f  t he  r o l e  of c r e d i t  i n  

the  r e c e n t l y  formed a.grarian reform asentamientos.  They 

descr ibe  t h e i r  own survey of  t h e  reform groups wi th  a 

d e t a i l e d  ques t i onna i r e  documenting, among o t h e r  t h i n g s ,  t h e i r  

experience wi th  var ious  sources  of  formal and informal  c r e d i t .  

This  survey was coordinated wi th  t h a t  undertaken by Car los  

Cuevas r epo r t ed  on i n  Chapter V I .  

This  r e p o r t  then c l o s e s  o u t  w i t h  two f i n a l  chap te r s .  

In  Chapter IX Douglas Southgate of Ohio S t a t e  Univers i ty  

documents and analyzes  p r i c i n g  p o l i c i e s  and p r i c e  i n c e n t i v e s  

f o r  Honduran crop a g r i c u l t u r e  up t o  mid 1981. J e f f r e y  Poyo 

o f  Syracuse Univers i ty  r e p o r t s  t h e  r e s u l t s  of  a  f i e l d  s tudy 

of r u r a l  c r e d i t  unions i n  Honduras i n  Chapter X .  M r .  Poyo 



o f f e r s  i n s i g h t s  i n t o  the  p o t e n t i a l  f o r  these c r e d i t  unidns 

t o  both mobilize savings and serv ice  c r e d i t  need.? f o r  shal l  

Honduran farmers. A f i n a l  s e t  of conclusions and recommen- 

dations f o r  pol icy changes a r e  presented i n  Chapter X I  which . - 

i n  tu rn  c loses  out  w i t h  a d e t a i l e d  argument and s e t  of measures 
- 

crsa ted  by Claudio Gonzalez-Vega indica t ing  t h a t  ( a t  the 

time of t h i s  wr i t ing - - l a t e  1981) a  sevdre shortage of  -- 

a g r i c u l t u r e  c r e d i t .  does i n  f a c t  e x i s t  i n  Honduras. 





AN ASSESSMENT OF FINANCIAL MARKETS 

FOR AGRICULTURAL CREDIT I N  HONDURAS. 

THE HONDURAN ECONOMY 

Honduras: a small and open z ~ l r i c u l t u r a l  economv. 

Two of the main c h a r a c t e r i s t i c s  of the  Honduran 2conomy 

ares  a )  i t s  small s i z e ,  with t h e  l i m i t a t i o n s  imposed by a weak 

domestic market, on t h e  one hand, and 

b) i t s  high dogree o f  openness, which is an inev i t ab le  

consequence of t h e  former f e a t u r e  , on t h e  o the r  hand. 

"t: -- 
P. 

In  e f f e c t ,  Honduras i s  a small economy, with a population 
& 



t he  Honduran domestic market fii ma:-.; T;.::r. With a narrow 

r.esource base arid a weak domestic market, t h e  country has 

cor.'tectly perceived t h a t  t r ade  with other  count r ies  must a c t  

a s  t h e  engine of economic growth and, as a r e s u l t ,  during the  

p a s t  three  decades, Hondurzs has cons i s t en t ly  opted f o r  a  

s t r a t e g y  of vigorous p a r t i c i p a t i o n  in i n t e r n a t i o n a l  com- 

merce . 
Actually, during t h i s  century much of t h e  impulse f o r  

growtn has been provided by t h e  export  of a g r i c u l t u r a l  com- 

modities.  The successive development of f i r s t  bananas and 

coffee,  and then lumber and nea t  expor ts ,  have yielded many 

of the! dynzmic benef i t s  of s p e c i a l i z a t i o n ,  r a i s i n g  t h e  l e v e l s  

of domestic output and income, increasing t h e  country's  capaci ty  

t o  import, and providing the  b a s i s  f o r  some forward l inkages  

t o  a g r i c u l t u r a l  processing e n t e r p r i s e s .  

While raw and processed a g r i c u l t u r a l  exports have r e -  

presented about f o u r - f i f t h s  of t c t a l  exports ,  t r ade  has a l s o  

played an important r o l e  i n  t h e  development of the  country 's  

i n d u s t r i a l  sec to r .  I n  the  e a r l y  19608s, Honduras joined the  

Central  American Common Market and adopted the  instruments of 

in teg ra t ion  which, i n  essence,  promoted a  s t r a t e g y  of reg ional  

import s u b s t i t u t i o n ,  behind p r o t e c t i v e  t a r i f f  b a r r i e r s .  This 

s t r a t e g y  has been responsible  f o r  t h e  nature and r a t e  of growth 

of Honduras' i n d u s t r i a l  s e c t o r ,  After  t h i s  country withdrew 



from t h e  Com~on Market, i n  1970, i ts  t r a d e  Syl manufactured 

goods continued t o  be r eg iona l ly  concentrated,  under the  

auspices of the  b i l a t e r a l  t r a d e  - t r e a t i e s  signed with the 

other Cent ra l  American coun t r i e s  and Panama. 

Zven within the  framework of t h e  Central  American Com- 

mon Market, however, Honduras remained s t rong ly  or ien ted  

towards a g r i c u l t u r a l  expor t so  Some Hondurans a c t u a l l y  per- 

ceived t h a t  t h e i r  country was playing t h e  r o l e  o f  supp l i e r  

of a g r i c u l t u r a l  products ,  p a r t i c u l a r l y  bas i c  g r a i n s ,  t o  t h e  

other  Central  American coun t r i e s ,  i n  exchange f o r  t h e  manu- 

factured goods produced by o the r ,  more i n d u s t r i a l i z e d ,  p a r t -  

ne r s  i n  the in tegra t ion  process ,  behind t h e  p r o t e c t i v e  bar -  

r i e r s  of t he  Common Market. Correct  o r  n o t ,  t h i s  percept ion 

was one of the  arguments f o r  withdrawal from the  Common Market, 

a t  t h e  end of 19700 

There can be l i t t l e  doubt t h a t  t h e  f u t u r e  economic 

growth of Honduras, and with it t h e  wel l  being of t h e  people ,  

w i l l  depend upon t h e  capac i ty  t o  maintain 2 vigorous and com- 

p e t i t i v e  export t h r u s t ,  i n  or6er  t o  circumvent, through t r a d e ,  

t h e  l imi t a t ions ,  imposed by t h e  count ry ' s  small s i z e  and narrow 

resource endowment. The expcr t s  of t r a d i t i o n a l  commodities 

(bananas, cof fee ,  lumber, and meat) w i l l  continue t o  p lay  

a c r u c i a l  r o l e  i n  the  development o f  t h e  Honduran economy i n  

t h e ' n e a r  fu tu re .  These t r a d i t i o n a l  products have c 'ons t i tu ted  



over two-thirds o f  t o t a l  export  earnings during t h e  29708s, 

and have represented an important underpin o f  Honduras' 

aggregate economic a c t i v i t y .  

In terna t ional  t r a d e  has increased. t h e  p roduc t iv i ty  of 

Honduras' domestic resources,  but  it a l s o  has accentuated 

the  country's dependency. The t r a d i t i o n a l  exports of Honduras, 

i n  p a r t i c u l a r ,  have been most a f fec ted  by highly vol -a t i le  p r i c e  

f luc tua t ions  i n  in te rna t iona l  markets and, f o r  t h i s  reason,  

have imparted a  c e r t a i n  degree of i n s t a b i l i t y  t o  t he  domestic 

economy. That i s ,  t h e  f l u c t u a t i o n s  i n  the  r a t e  of economic' 

growth of Honduras during t h e  p a s t  th ree  decades have, i n  a 

l a r g e  measure, been a  r e f l e c t i c n  of cmmodity t r a d e  cyc le r .  

Whilst d ive r s i f  b a t  ion i n t o  d i f f e r e n t  primary commodity 

exports (sugar,  co t ton ,  tobacco, shrimp and l o b s t e r ,  e t c . ,  as 

wel l  a s  s i l v e r  and o ther  meta ls )  has,  t o  some ex ten t ,  danpened 

t h e  e f f e c t s  of sudden, sharp changes i n  one market, never the less  

the  repercussions from s ing le  comwdity p r i c e  swings a r e  s t i l l  

pervasively f e l t .  The impact, during recen t  yea r s ,  of dec l in ing  

coffee p r i c e s ,  on t h e  l e v e l  of economic a c t i v i t y ,  is a good 

example of t h i s  inf luence.  

Exports of manufactured goods and of other  non- t radi t ional  

products,  on t h e  o ther  h m d ,  have occurred within the  n&row 

geographical s e t t i n g  and behind the  high p ro tec t ive  b a r r i e r s  

of Central  American t r a d e .  However, even t h i s  Cent ra l  American 



market,  tapped dur ing  t h e  las t  two decades w i t h  r e l a t i v e  suc- 

c e s s  f o r  t h e  growth of t h e  manufacturing s e c t o r ,  has  now l o s t  

much of i t s  dynamism. The f i rs t  "easy" s t a g e s  of import sub- 

s t i t u t i o n  have come t o  an end,  t h e  expansion of i n t r a - r e g i o n a l  

t r a d e  has  slowed s i g n i f i c a n t l y ,  and t h e  demand impulse f o r  t h e  

expansion of i n d u s t r y  from r e g i o n a l  sources  has  exper ienced 

cons iderab le  weakening. The i n e f f i c i e n c i e s  and d i s t o r t i o n s  

brought about by t h e  p r o t e c t i o n i s t  p o l i c i e s  of import sub- 

s t i t u t i o n  a r e  apparent  i n  t h e  s t t t l ~ c t u r e  of p roduc t ion ,  and 

continued adhesion t o  t h i s  p a t h  of development is l i k e l y  no t  

only t o  exac t  i n c r e a s i n g l y  onerous c ~ s t s  on domestic consumers, 

but  a l s o  t a  p lace  t h e  economy Qpon a d e c l i n i n g  growth p a t h ,  

wi th  diminishing f o r e i g n  exchange a v a i l a b i l i t y  e x e r c i s i n g  a 

severe  c o n s t r a i n t  t o  r a p i d  development. 

I n  a d d i t i o n ,  t h e  e v o l u t i o n  of t h e  s o c i a l  and p o l i t i c a l  

even ts  ir, t h e  a r e a ,  wi th  u n r e s t  and v io l ence  i n  s e v e r a l  coun- 

t r i e s ,  and t h e  d e f i n i t i o n  of new i n s t i t u t i o n a l  regimes i n  o t h e r s ,  

w i l l  h a rd ly  c o n t r i b u t e  t o  t h e  r e a c t i v a t i o n  of t h e  r e g i o n a l  t r a d e  

f lows.  Many Cen t r a l  Americans a r e  i n c r e a s i n g l y  recogniz ing  

t he se  f a c t s ,  and i n  va r ious  c o u n t r i e s  new e f f o r t s  a r e  be ing  

d i r e c t e d  t o w a r d s  t h e  promotion of e x p o r t s ,  p a r t i c u l a r l y  of 

non- t rad i t ions1  commodities t o  t h i r d  markets o u t s i d e  t h e  reg ion .  

Honduras w i l l  not  escape t o  t h i s  tendency. 



1.02 S t r a t e g i e s  of development and ~ l a n n i n e  i n  Honduras. 

It, has  bscome g e n e r a l l y  accepted t o  d i v i d e  t h e  r e c e n t  

evo lu t ion  of t h e  Honduran economy i n t o  s e v e r a l  p e r i o d s ,  fol low- 

ing a ~ ; ~ ~ e s t i o n  by t h e ' p l a n n i n g  Agency, CONSUPLANE. 3/ These 

pe r iods  a r e ;  

a )  1950-1960r t h e  p e r i o d  of outward-looking, expor t - led  

growth ; 

b) 1960-19721 t h e  pe r iod  of impor t - subs t i t u t i on  indus- 

t r i a l  i z a t  i on  ; 

c )  1974-1978: t h e  i n i t i a t i o n  of t h e  "long term s t r a t e g y " ;  

first Nat ; m a 1  Development Plan ; and 

d )  1979-1983 r t h e  c o n t i n u a t i o n  of t h e  "long term strat-  

egy" ; second Nat iona l  Development P lan .  

During t h e  1950-1960 pe r iod ,  t h e  Ilonduran economy was 

mainly l i nked  investment ,  ou tpu t ,  and expor t s  of t h e  banana 

enc lave ,  as wel l  a s  of a few o t h e r  c rops  expor ted mainly t o  t h e  

United S t a t e s .  By t h e  end of t h i s  decade,  banznas s t i l l  r e -  

p resen ted  between 10 2nd 15 pe rcen t  of Gross Domestic Product 

(GDP), and about 50 percen t  of t h e  t o t a l  va lue  of expor t s .  The 

f o r e i g n  exchanged earned and t a x e s  p a i d  by t h e s e  a c t i v i t i e s  

f i n a c e d  t h e  c a p i t a l  and c u r r e n t  expendi tu res  of t h e  p u b l i c  

Pablo Ul i ses  ~ 6 m e z .  "El modelo hondureEo de d e s a r r o l l o " ,  
I11 Congreso Nacional de Economistas. San Pedro Sula .  
October,  1980. 



s e c t o r  and much of t h e  p r i v a t e  econoniic a c t i v i t y .  

During 1960-68 Honduras exper ienced h igh  r a t e s  of grcwt.h, 

a consequence of t h e  cont inued dynamism c, expor t s  a+?d of ex- 

panding pub l i c  i m e s t m e n t ,  p a r t i c u l a r l y  ..a highways, p o r t s ,  

e l e c t r i c i t y  and communications. Also,  du r ing  t h i s  p e r i o d  

Honduras joined t h e  C e n t r a l  American Common Rlarket , with  i t s  

ins t ruments  of i n t e r n a l  f r e e  t r a d e ,  c x t e r n a l  common t a r i f f  

b a r r i e r s ,  and t h e  s p e c i a l  system of l a ~ g e  " i n t e g r a t i o n "  i n -  

d u s t r i e s .  Af te r  j o in ing ,  t r a d e  wi th  t h e  C e n t r a l  American 

c o u n t r i e s ,  as wel l  as t h e  r e l a t i v e  importance of t h e  manu- 

f a c t u r i n g  s e c t o r ,  expanded r a p i d l y .  The c r i s i s  of t h e  Cen t r a l  

h e r i c a n  Common Market, which s t a t e d  around 1969, z s  w e l l  a s  

t h e  WEZ with E l  Salvador ,  brought t h i s  p e r i o d  t o  an end. 

With t h i s  background, i n  1373 CONSUPLANE def ined  a 15 

year  "long term s t r a t e g y " ,  d i r e c t e d  towards t h e  e x p l o i t a t i o n  

of t h e  country 's  comparative advantages ,  as w e l l  a s  of t h e  

t hen  very low l e v e l  of f o r e i g n  indeb tedness .  This  s t r a t e g y ,  

s t i l l  being pursued,  i s  supposed t o  extend t h e  enjo-vment of 

t h e  f r u i t s  of development t o  wider s e c t o r s  of t h e  Honduran 

s o c i e t y  and, p a r t i c u l a r l y ,  t o  improve t h e  economic wel fa re  of 

t h e  marginal  s e c t o r s ,  through h igher  incomes and b e t t e r  em- 

ployment o p p o r t u n i t i e s .  

The s t r a t e g y ' s  b a s i c  concept  is  t h a t  t h e  n a t u r a l  r e sou rces  

of t h e  Nation must be employed f o r  t h e  b e n e f i t  of t h e  Honduran 

s o c i e t y ,  a s  a whole, through t h e i r  d i r e c t  e x p l o i t a t i o n  and 



through a wider access t o  t h e  d i s t r i b u t i o n  of t h e  surp luses  

generated.  I n  add i t ion ,  the  pub l i c  s e c t o r  has been ent rus ted  

with zn increasing r o l e  i n  t h e  managemenr; and dzvelopment of 

t h e  econoay,. A p r t i c u i a r l y  important element of t h e  s t r u c -  

t u r a l  transformation sought i s  the  a g r a r i a n  reform, e f f o r t ,  as 

a mechanism t o  increase  permanent employment oppor tun i t i e s  and 

incomes f c r  the  r u r a l  populat ion,  and t o  enlarge t h e  domesxic 

market, i n  order t o  provide an incent ive  t o  t h e  domestic 

productive sec to r s .  

The 1974-1978 National Development Plan pos tu la t ed  am- 

b i t  ious goals ,  including an average annual r a t e  of growth 

GDP, in r e a l  terms, of 7.2 pe rcen t ,  i n  an attempt t o  double 
- 

t h e  annual r a t e  of growth of income pe r  c a p i t a ,  This t a r g e t ,  - 

i n  t u r n ,  implied average annual r a t e s  of growth, i n  r e a l  %erms, 

of 8.1 percent f o r  t h e  a g r i c u l t u r a l  s e c t o r  (crops and l i v e s t o c k ) ,  - 

6.8 percent  f o r  f o r e s t r y ,  10.0 percent  f o r  f i s h i n g ,  2nd 10.1 
- 

percent  f o r  t h e  i n d u s t r i a l  s e c t o r ,  

One of the  goals  of t h e  Plan was t o  reach s e l f - s u f f i c i e n c y  - 

i n  a g r i c u l t u r a l  goods, except i n  the  case of wheat. I n  order - 

t o  achieve t h i s ,  the  a r e a  c u l t i v a t e d  was t o  bs expanded by -- 

428 thousand add i t iona l  h e c t a r e s ,  while t h e  process of ag ra r i an  - 

reform was t o  be i n t e n s i f i e d .  

Fores t ry  was supposed t o  supply the  raw mate r i a l s  f o r  t h e  - - 

development of the  i n d u s t r i a l  s e c t o r ,  For t h i s  purpose, 16 - 

- p r o j e c t s  were designed, for a t o t a l  investment of 9 mi l l ion  
- 



Lempiras. These p r o j e c t s  were t o  generzte  surp luses  f o r  

162 mi l l ion  Lempiras, t o  be t r a n s f e r r e d  t o  t h e  publ ic  s e c t o r  

f o r  t h e  f inancing  of t h s  a g r a r i a n  reform and housing programs, 

and f o r  investment i n  i n d u s t r i a l  p r o j e c t s .  A publ ic  agency, 

COHDEFOR, was en t rus t ed  with t h e  c o n t r o l  of t h e  country 's  

f o r e s t s .  

In the case of' t h e  i n d u s t r i a l  s e c t o r ,  t h e  Plan con- 

templated 104 smll and medium-size p r o j e c t s ,  f o r  a  t o t a l  in -  

vestment of 61.8 m i l l i o n  Lempiras. Six l a r g e  s c a l e  p r o j e c t s ,  

including s t e e l ,  g l a s s ,  cement, and pulp and paper ,  would be 

s t a r t e d  towards t h e  end of t h e  planning per iod .  The pub l i c  

sec to r  was made responsible  f o r  t h e  sponsorship and/or under- 

taking of these  p r o j e c t s ,  and t o  f a c i l i t a t e  t h e i r  f inanc ing ,  

a new agency, SONADI, was c rea ted .  

Gross domestic investment was pro jec ted  t o  grow, i n  r e a l  

terms, a t  an average annual r a t e  of 11.7 percent .  Due t o  t h i s  

pro jec ted  growth, th2  r a t i o  of g ross  domestic investment t o  

GDP was t o  increase from t h e  h i s t o r i c a l  value of 16.2 pe rcen t ,  

observed during the  previous decade, t o  22.2 percenC. This 

implied an average r a t e  of growth o f  pub l i c  s e c t o r  investment 

of 14.2 percent  per  annum, while p z i v a t e  s e c t o r  investment was 

supposed t o  grow a t  an average r a t e  of 10.5 percent  p e r  annum. 

That i s ,  it was expected t h a t  33.6 percent  of t o t a l  investment 

would be undertaken by t h e  publ ic  s e c t o r .  I n  a d d i t i o n ,  it was 

1/ A constant r a t e  of exchange of two Lempiras per 'US d o l l a r  
preva i led  during the  whole per iod examined i n  t h i s  s tudy.  



expected t h a t  25.8 percen t  of t o t a l  investment would b e ' f i n a n c e d  

wi th  f o r e i g n  r e sou rces .  F i n a l l y ,  68.6 p e r c e n t  of t h i s  i nves t -  

ment was t o  be d i r e c t e d  towards t h e  a g r i c u l t u r a l  and indus- 

t r i a l  s e c t o r s .  A l l  of t h e s e  p r o j e c t e d  r a t e s  of grovrth were 

wel l  above t h e i r  h i s t o r i c a l  va lues  . 
On t h e  o the r  hand, expor t s  were ass igned  a c r u c i a l  r o l e  

i n  making t h e  achievement of t h e  P l an  t a r g e t s  p o s s i b l e .  While 

expor t s  were p ro j ec t ed  t o  grow a t  a n  average annual  r a t e  of 11.0 

p e r c e n t ,  imports were p r o j e c t e d  t o  grow 9.0 percen t  p e r  annum. 

Obviously, t h i s  r a t e s  of growth of t r a d e  were expected t o  in-  

c r ea se  t h e  degree of openness of t h e  economy. Moreover, it 

was expected t h a t  growing expor t s  of i n d u s t r i a l  goods would be 

added t o  those  of t r a d i t i o n a l '  commodities. F i n a l l y ,  domestic 

p r i c e s  were supposed t o  i n c r e a s e ,  a t  a maximum, 4.8 p e r c e n t  

p e r  annum, 

A s e r i e s  of exagenous even ts  made t h e  t a r g e t s  of t h e  1974- 

1978 Nat ional  Development Plan impossible  t o  r e a c h ,  Among t h e  

circumstznces t h a t  a f f e c t e d  t h e  Hmduran economy dur ing  t h i s  

per iod  were r 

Hurricane F i f i ,  t h e  w o r s t  i n  t h e  c o u n t r y ' s  h i s t o r y ,  

which i n  September of 1974 caused damages amounting 

over 1,000 m i l l i o n  Lempiras. A s i g n i f i c a n t  p o r t i o n  

of t h e  resources  considered by t h e  Plan were devoted 
- 

t o  t h e  r e c o n s t r u c t i o n .  For example, be fore  t h e  h u r r i c a n e ,  - 

t h e r e  were 21,530 h e c t a r e s  under banana c u l t i v a t i o n ,  -- 

but  t h i s  was re t imed t o  14,570 hec t a r e s  by t h e  



hur r icane .  A s  a consequence o f  t h e  r ecove ry ,  however, 

t h e  count ry ' s  economic growth quickened.  

b) The s i g n i f i c a n t  and unexpected i nc rea se s  i n  o i l  p r i c e s ,  

which s u b s t a n t i a l l y  augmented t h e  va lue  of t h e  

country 's  impor t s ,  and t h u s  c o n t r i b u t e d  t o  t h e  en- 

l z r g i n g  c u r r e n t  account d e f i c i t .  A t  t h e  same t ime?  

the se  i nc rea se s  i n  o i l  p r i c e s  c o n t r i b u t e d  t o  t h e  de- 

t e r i o r a t i o n  of Hondurm' i n t e r n a t i o n a l  terms of t r a d e ,  

d e s p i t e  some f avo rab l e  i nc rea se s  i n  some of t h e  p r i c e s  

of t h e  count ry ' s  expo r t s  ( e . g .  c o f f e e ,  s u g a r ,  e t c .  ) 

A s  a r e s u l t ,  whi le  i n  1973 it took t h r e e  pounds of cof -  

f e e  o r  57 pounds of bananas t o  purchase  one b a r r e l  of 

petroleum, i n  1980 it took  35 pounds of co f f ee  o~ 294 

pounds of bananas t o  buy t h e  same b a r r e l .  

c )  I n t e r n a t i o n a l  i n f l a t i o n  and t h e  i n s t a b i l i t y  of t h e  i n -  

t e r n a t i o n a l  monetary system, i nc lud ing  high i n t e r e s t  

r a t e s  i n  i n t e r n a t i o n a l  c a p i t a l  markets ,  which r e s t r i c t e d  

t h e  count ry ' s  access  t o  f o r e i g n  s av ings .  

d )  The sharp d e t e r i o r a t i o n  of t h e  Cen t r a l  American 

p o l i t i c a l  s i t u a t i o n .  I n s u r r e c t i o n  and v io l ence  i n  

neighboring c o u n t r i e s  have weakened i n v e s t o r s '  con- 

f idence  and have e v e n t u a l l y  l e d  t o  s i g n i f i c a n t  c a p i t a l  

outflows. 



The 1979-1983 (second)  N a t i o n ~ l  Development P l an  a t t empts  

t o  cont inue wi th  t h e  implementation of t h e  " long term" s t r ~ t e g y  
I 

adopted i n  1973. This  Plan a c t u a l l i  inc ludcs  s e v e r a l  p r o j e c t s  

f o r  t h e  p rev ious  p e r i o d ,  which could no t  be c a r r i e d  

o u t ,  such as the  cement p l a n t ,  a s  we l l  a s  s i g n i f i c a n t  i nves t -  

ments i n  i n f r a s t r u c t u r e ,  i nc lud ing  t r a n s p o r t a t i o n ,  communications, 

and a l t e r n a t e  sources  of energy,  as wel l  as educa t ion ,  h e a l t h  

c a r e  and a g r a r i a n  reform. 

A t  t h e  h e a r t  of t h e  P lan  a r e  t h e  E l  Czjon h y d r o e l e c t r i c  

~ r o j e c t  and t h s  Olancho Paper and Pulp comlex. Financing f o r  

E l  Ca jon, which w i l l  c o s t  more t h a n  US$ 600 m i l l i o n ,  was ob- 

t a i n e d  a t  very  concess ionary t e rms ,  f r o n  a broad spectrum of 

m u l t i l a t e r a l  and b i l a t e r a l  l e n d e r s ,  l e d  by t h e  World Bank ar.d 

t h e  Inter-American Developnent Bank. The ven ture  c o n s i s t s  of 

t h e  cons t ruc t i on  of a 270 megawatt dam, t h a t  should f u r n i s h  a l l  

of Honduras1 e l e c t r i c i t y  needs i n t o  t h e  l 99OVs ,  e l i m i n a t i n g  

dependence on f o s s i l  f u e l s .  The US$ 200 m i l l i o n  Ola?cho Paper 

and Pulp complex, on t h e  o t h e r  hznd, i s  developing an untapped 

6,000 square mile f o r e s t  r e s e r v e ,  and should g ive  expor t  earn- 

ings  a  s u b s t a n t i a l  boost  by t h e  mid- 2380's.  

O u t ~ u t  growth and s t r u c t u r a l  t r ans format ion .  

Two d i f f e r e n t  s e t s  of n a t i o n a l  income accounts  a r e  used 

in t h i s  s tudy .  The Cen t r a l  Bank's publ ica . t ion,  Cuentas Nacio- 

n a l e s  de Honduras, 1960-1975, is used f o r  t h e  1960-1970 decade. 



d f i g u r e s ,  r e v i s e d  by t h e  Economic S tud i e s  Depart- 

ment of t h e  Cen t r a l  Bank, a r e  used f o r  t h e  1970-1980 decade. 

Ta3le 1. Honduras: Average annual  r a t e s  of growth, in  r e a l  t e rms ,  
of Gross Domestic Product ,  a t  market p r i c e s ,  and of 
Gross Nat ional  Product .  1960-1980. (Percentages  1. 

GDP - GNP 

Economic growth was s l i g h t l y  l e s s  a c c e l e r a t e d  du r ing  t h e  

1970's  than dur ing t h e  1960%. In e f f e c t ,  while between 1960 

and 1970, i n  r e a l  terms,  t h e  average r a t e  of growth of GDP, a t  

market p r i c e s ,  was 4.8 pe rcen t  p e r  znnum, between 1970 and 1980, 

it w2.s 4 . 3  percen t  p e r  annum. 

Growth, however, has  no t  been even. Between 1960 and 

1968, GDP grew v igorous ly ,  a t  an average annual  r a t e  of 5 .6  

pe rcen t .  (Annual r a t e s  of growth ranged between 2.8 p e r c e n t ,  

f o r  1961, and 10.3  p e r c e n t ,  f o r  1965).  Due t o  t h e  war wi th  E l  



Salvadorb, withdrawal from t h e  Cen t r a l  American Common Market, 

and adverse weather c o n d i t i o n s ,  GDP complete ly  s t zgna t ed  i n  

1969 and grew very s lowly  i n  t h e  e a r l y  1970 's .  The average 

annual  r a t e  of growth of GDP, i n  r e a l  t e rms ,  was 4.3 pe rcen t  

f o r  1969-1973 . 

Tab12 2. Honduras : Average annual  r a t e s  of growth, i n  r e a l  
t e r m s , ' o f  some components of ag r e g a t e  demand and 
supply.  1960-1980. (Percentages  f . 

P r i v a t e  consumption 
Government consump- 

t i o n  
Gross c a p i t a l  f o r -  

mat ion  r 

P r i v a t e  
Publ ic  

Exports  
Imports 
GDP 

Hurricane F i f  i and a drought caused a dec l in ing  GDP both  

i n  1974 and 1975. With t h e  recovery ,  Honduras experienced a 

s i g n i f i c a n t  surge  i n  r e a l  economic growth. For 1975-1979, t h e  

average r a t e  of growth of GDP was 7.7 pe rcen t  pe r  annum, i n  

r e a l  terms.  During 1980, howe-fer, t h e  count ry  experienced a 

sha rp  downturn of t h i s  growth tendency and GDP increased  only 

2.5 pe rcen t .  



Table 1 p r  e n t s  t h e  average a r a u a l  inates  ~f  growth, i n  

r e a l  terms,  of GDP and,  a f t e r  adding n e t  f a c t o r  payments; from 

t h e  r e s t  of t h e  world, of GNP, f o r  1960 through 1980. I n  t h e  

long r u n ,  t h e  r a t e s  of growth of GNP have shown s l i g h t l y  l e s s  

v a r i a b i l i t y  than t h e  r a t e s  of growth of GDP. 

Table 2 ,  i n  t u r n ,  p r e s e n t  t h e  average annual  r a t e s  of 

growth, i n  r e a l  terms,  of va r ious  components of aggrega te  

demand and supply .  Notice t h a t  t h e  two sub-periods of more 

r a p i d  economic growth, t h e  first h a l f  of t h e  1960's  and t h e  

second h a l f  of t h e  19701s ,  can be r e a d i l y  a s s o c i a t e d  wi th  

pe r iods  of r a p i d  expor t  growth. On t h e  o t h e r  hand, p r i v a t e  

c a p i t a l  formation has  shown much l e s s  i n s t a b i l i t y  t h a n  pub l i c  

investment,  while government consumption has  increa.sed very  

r a p i d l y  dur ing t h e  l a s t  f i v e  y e a r s .  

F i n z l l y ,  Table 3 p r e s e n t s  t h e  average annual  r a t e s  of 

growth, i n  r e a l  terms,  of GDP by s e c t o r  of a c t i v i t y .  The 

a g r i c u l t u r a l  output  grew r a p i d l y  dur ing  t h e  19601s ,  a t  an 

average annual r a t e  of 5.3 pe rcen t  f o r  t h e  whole d w a d e .  This  

average growth was f a s t e r  t h a n  t h e  growth of tota ' .  GDP, a t  

f a c t o r  c c z t s ,  which averaged 4.9 pe rcen t  p e r  annum f o r  t h e  

decade. 

Within t h e  decade of t h e  1 9 6 o t s ,  however, t h e  a g r i c u l t u r a l  

output  increased v igorous ly  on ly  u n t i l  1968, reach ing  i t s  

maximum annual r a t e  of growth, of 15.7 p e r c e n t ,  i n  1965. 



Table 3. H o n d ~ r a s  : Average annual  rates of, growth, i n  r e a l  
% e r n s t  of Gross Domestic Product ,  a t  f a c t o r  c o s t s ,  
by s e c t o r  of a c t i v i t y .  1960-1980. (Percen tages ) .  

Agr i cu l tu r e ,  f o r -  
e s t r y  and f i s h i n g  

Mining 
Indus t ry  
Construct ion 
E l e c t r i c t y  =ld 
water 

Transpo r t a t i on ,  
. s to rage  and corn- 
' munications 
B a k i n g ,  insurance 

and r e a l  e s t a t e  
Cormerce , wholesale 

and r e t a i l  
P r i v a t e  hous ing  
Publ ic  admin i s t r a t i on  

and defense 
Serv ices  
GDP a t  f a c t o r  c o s t s  

During 1969 and 1970, however, due t o  

d i t i o n s  and t h e  war wi th  E l  Salvador ,  

t u a l l y  dec l ined .  

I n  c o n t r a s t  w i th  t h e  1 9 6 0 ' ~ ~  dul i 

unfavorable  weather con- 

a g r i c u l t u r a l  ~ u t p u t  ac-  

ng t he  1970 , s  t h e  growth 

of t h e  a g r i c u l t u r a l  s e c t o r  was r e l a t i v e l y  slow, r each ing  an 

average annual r a t e  of  growth, i n  r e a l  terms,  of 1.9 p e r c e n t ,  



which is  s i g n i f i c a n t l y  lower t h a n  t h e  r a t e  of growth of t h e  

t o t a l  GDP., a t  f a c t o r  c o s t s ,  of 3.9 p e r c e n t  p e r  annum f o r  t h e  

decade,  This slower growth r e f l e c t s  t h e  consequences of t h e  

ex t ens ive  d e s t r u c t  i o n ,  p a r t i c u l a r l y  of t h e  banana p l a n t a t  i o n s ,  

'caused by hur r icane  F i f i  i n  1974. La.ck of growth, however, 

has  a l s o  taken p l a c e ,  i n  r e c e n t  y e a r s ,  wi th  r e s p e c t  t o  t h e  

domestic marketTor iented crGps of co rn  and beans.  Ac tua l ly ,  

i n  t h e  most r e c e n t  y e a r s ,  corn ,  r i c e  and milk have been i m -  

p o r t e d ,  i n  sharp c o n t r a s t  wi th  t h e  1960's and e a r l y  19701s ,  

when ex,portable su rp luse s  of c o r n  and beans were produced. 

Between 1970 and 1973, a g r i c u l t u r a l  ou tpu t  grew, a t  an  

average annual r a t e ,  i n  r e a l  t e rms ,  of 4.5 p e r c e n t ,  Hurricane 

F i f i  l e d  t o  a dec l ine  of 9 .7  p e r c e n t  i n  t h e  ou tpu t  of 1974, 

i n  r e l a t i o n  t o  t h e  p rev ious  y e a r ,  and,  wi th  t h e  e f f e c t s  of a  

drought ,  caused a  f u r t h e r  drop of 9.3 pe rcen t  i n  1975. A s  a  

r e s u l t ,  i n  1975 t h e  a g r i c u l t u r a l  ou tpu t  was a t  378 mill- ion of 

cons t an t  Lempiras of 1966, down from t h e  462 m i l l i o n  l e v e l ,  

corresponding t o  1973, and comparable only t o  t h e  380 m i l l i o n  

a l r e a d y  reached a decade e a r l i e r ,  i n  1966. It was no t  u n t i l  

1978, when t h e  a g r i c u l t u r a l  ou tpu t  amounted t o  469 m i l l i o n  

of cons tan t  Lempiras of 1966, t h a t  t h e  1973 l e v e l  of r e a l  

ou tpu t  was regained.  

Honduras i s  the f o u r t h  l a r g e s t  banana expor t i ng  country  

i n  t h e  world, c o n t r i b u t i n g  10 pe rcen t  of t h e  i n t e r n a t i o n a l  

t r a d e  of t h i s  product ,  a l though i n  t h e  p a s t  (1971) it had 



- 

Table 4. Honduras: R a t i o s  of s e v e r a l  components o f  aggrega te  
. demand and supply  t o  . r o s s  Domestic Product ,  from 

nominal va lues  and from va lues  i n  r e a l  t e rms ,  a t  
cons tan t  1966 p r i c e s  .- 19604980 .  (Percen tages ) .  

- 

Rat ios  t o  GDP, i n  
nominal terms : 

P r i v a t e  consumption 

Government consump- 
t ion  

Gross domestic cap i -  
t a l  format ion  : 
P r i v a t e  

Exports  
Imports 

Trade d e f i c i t  

Ra t io s  t o  GDP, i n  
r e a l  terms:  
P r i v a t e  consumption 
Government consump- 

t ion 
Gross domestic cap i -  

t a l  format ion : 
P r i v a t e  
Publ i c  

Exports  
Imports 
Trade d e f i c i t  



accounted f o r  up t o  16 p e r c e n t  of t h e  world market.  Before 

t h e  hu r r i cane ,  bananas c o n t r i b u t e d  over 50 p e r c e n t  of t h e  

count ry ' s  t o t a l  expor t  e a r n k g s .  The storm damage s e v e r e l y  

c u t  t h e  con t r i bu t ions  of t h e  banana s e c t o r  t o  t h e  Honduran 

economy. The country ,  however, has  made s e r i o u s  a t t emp t s  t o  

r e s t o r e  i ts produc t ive  c z p a c i t y  and,  as a r e s u l t ,  t h i s  s e c t o r  

has grown r a p i d l y .  By t h e  end of t h e  decade, expor ted volumes 

were very  c lo se  t o  t h e  p re -hur r icane  peak l e v e l  and p r i c e s  

were twice  as high.  

I n  a d d i t i o n ,  co f f ee  p roduc t ion  recorded a 50 pe rcen t  in-  

c r ea se  i n  t h e  l a t e  1 9 7 0 t s ,  i n  response  t o  h igher  c o f f e e  p r i c e s ,  

which doubled i n  1976 and a g a i n  i n  1977, and which khereaftei? 

have remained above t h e  1976 l e v e l .  There fore ,  as a  consequence 

o f  t h e  recovery of banana expor t s  and of t h e  co f f ee  boom, t h e  

a g r i c u l t u r a l  s e c t o r  grew a t  an  average annual  r a t e ,  i n  r e a l  

terms,  of 7.5 p e r c e n t ,  between 1975 and 1979. During 1980, 

however, a g r i c u l t u r a l  ou tpu t  dec l i ned  by 2.8 p e r c e n t ,  i n  

comparison t o  t h e  p rev ious  yea r .  Product ion l e v e l s  of t h e  

fou r  l e ad ing  commodities, accounbing f o r  63 pe rcen t  o f  expor t  

va lue ,  i . e . ,  bananas, c o f f e e ,  meat and lumber, d e c l i n e d ,  while 

product ion of t h e  b a s i c  s t a p l e s  of t h e  Honduran d i e t ,  i . e . ,  

corn ,  beans and r i c e ,  f e l l  s h o r t  of demand, r e q u i r i n g  imports 

t o  c l o s e  t h e  gap. 



T,-ble 5 .  Honduras : St r - ac tu ra l  composit icn of Grcss Domestic 
Produc t ,  by s e c t o r  of a c t i v i t y ,  1960-1980.(~ercentages). 

Values 'in nominal terms : 
Agr icu l tu r e ,  f o r e s t r y  and 

f i s h i n g  34.4 32.5 30.0 

Mining 1.6 2.3 1.8 

Indus t ry  12 . 3 13.8 17 - 3  
Construct ion 3.9 4.8 4 9 
E l e c t r i c i t y  and water  0 n 7 1.4 1.6 

T r a n s p o r t a t i ~ n ,  s t o r a g e  and 
communicat ions  6.8 7.8 5.6 

Commerce, wholesale and r e t a i l  13.2 13.1 13.0 

Banking, insurance and r e a l  
e s t a t e  1.6 3.1 4.2 

P r i v a t e  housing 8.4 7.2 5.3 
Publ ic  admin i s t r a t  ion and 

defense  3 - 9  3.4 3 .5 
Serv ices  1.3 2 10.6 8.9 

GDP at  f a c t o r  c o s t s  1.00.0 100.0 100 .O 

Values i n  r e a l  terms : 
Agr icu l tu r e ,  f o r e s t r y  and 

f i s h i n g  
Mining 1.7 2.2 1.7 

Indus t ry  12.0 14.2 17 00 
Construct ion 4 3 3.7 3 
E l e c t r i c i t y  and water 0.7 1.1 1.3 

Transpo r t a t i on ,  s t o r age  and 
communications 7.8 7.9 9 0 7  

Commerce, wholesale and r e t a i l  13.0 12.3 11 . j  

Banking, insurance and r e a l  
e s t a t e  2.1 2-5 3 a8 

P r i v a t e  hous ing 7*4 6.9 
Pub1 i c  admin i s t r e t  ion and 

7 .5 

defense 4.2 3 a 5  4.2 

Serv ices  13.6 1i.1 11 .3 



While , on t h e  average ,  between 1960 and 1965 , t h e  i n -  

d u s t r i a l  s e c t o r  grew more s lowly t h a n  t h e  a g r i c u l t u r a l  s e c t o r ,  

dur ing t h e  second ha l f  of t h i s  decade t h e  i n d u s t r i a l  s e c t o r  

grew much f a s t e r  and, 2s a r e s u l t ,  i t s  average ra t s  of growth 

of 7.1 percent  pe r  annum, f o r  t h e  whole decade,  was h igher  t h a n  

t h e  r a t e  corresponding t o  t h e  z g r i c u l t u r a l  s e c t o r .  Ac tua l ly ,  

i n d u s t r y  was t h e  most dynamic s e c t o r  of t h e  Honduran economy 

dur ing t h e  l a t e  19601s ,  t o  a l a r g e  e x t e n t  as a r e s u l t  of t h e  

expansion of t r a d e  w i t h i n  t h e  Cen t r a l  American Common Market. 

During t h e  f i r s t  h a l f  of t h e  decade of t h e  1 9 7 0 ' ~ ~  t h e  

i n d u s t r i a l  s e c t o r  slowed down, due t o  t h e  g e n e r a l l y  r e c e s s i o n a r y  

condi t ions  of t he  Honduran economy, b u t  it s t i l l  increased  more 

r a p i d l y  t han  t o t a l  GDP. The r a t e  of growth of t h i s  s e c t o r  

acce l e r a t ed  i n  t h e  second h a l f  of t h e  decade, reach ing  a n  

annual average of 5.7 p e r c e n t ,  i n  r e a l  t e rms ,  f o r  t h e  whole 

decade. 

A c e r t a i n  degree of s t r u c t u r a l  t r ans fo rma t ion  has been 

the  consequence o f  t h e s e  d i f f e r e n t  r a t e s  of grcwth of t h e  

va r ious  s e c t o r s  o f  a c t i v i t y ,  a s  shown i n  Table 5 .  I n  p a r t i c u l a r ,  

t h e  r e l a t i v e  im2ortance of t h e  agr icu l tu ra .1  s e c t o r ,  when 

measured i n  nominal t e rms ,  dec l ined  from 34.4 pe rcen t  of GDP, 

a t  f a c t o r  c o s t s ,  f o r  1960, t o  30.8 p e r c e n t ,  f o r  1980. I n  

r e a l  terms,  on t h e  o the r  hand, t he  r e l a t i v e  importance of t h e  

a g r i c u l t u r a l  s e c t o r  dec l i ned  from 33 .3  pe rcen t  of GDP, f o r  



p e r c e n t ,  f o r  1980. The Honduran economy, 

t h e r e f o r e ,  cont inues  t~ be predominzntly a g r i c u l t u r a l ,  whi le  

t h e r e  h a s . b e e n  much l e s s  s t r u c t u r a l  t r ans fo rma t ion  t h a n  i n  t h e  
- - 

o t h e r  Cen t r a l  American c o u n t r i e s .  I n  t h e  ca se  of Costa  R ica ,  

f o r  example, t h e  r e l a t i v e  importance of  t h e  a g r i c u l t u r a l  

s e c t o r  decl ined from 26.0 p e r c e n t ,  i n  1960, t o  18.8 pe rcen t  

The d i f f e r ences  between t h e  two s e t s  of f i g u r e s ' p r e s e n t s d  

i n  Table 5 (nominal and r e a l  ) a r e  due t o  m a n g e s  i n  t h e  domestic 
- 

terms of t r a d e  among s e c t o r s  of a c t i v i t y .  I n  p a r t i c u l a r ,  
- 

between 1960 and 1970 t h e  r e l a t i v e  impcrtance of t h e  

a g r i c u l t u r a l  s e c t o r ,  i n  r e a l  t e rms ,  d i d  not  change, bu t  bo th  . . 
t h e  i n t e r n a t i o n a l  terms of t r a d e  as we l l  as t h e  domestic terms - 

t r a d e  were tu rned  a g a i n s t  t h i s  s e c t o r ,  as a consequence 

t h e  p r o t e c t i o n i s t  s t r a t e g y  import s u b s t i t u t i o n ,  i n  t h e  

l a t t e r  case .  A s  a consequence, t h e  r e l a t i v e  importance of 

t h e  a g r i c u l t u r a l  s e c t o r ,  i n  nominal t e rms ,  dec l i ned .  Due t o  

s u b s t a n t i a l  inc reases  i n  t h e  i n t e r n a t i o n a l  p r i c e s  of some ex- 

p o r t  c rops ,  on t h e  o t h e r  hand, t h e  t e rms  t r a d e  of t h i s  

s e c t o r  improved i n  t h e  second hal f  of t h e  1 9 7 0 ' ~ ~  s o  t h a t  

t h e  d e c l i n e  i n  r e l a t i v e  importance of t h i s  s e c t o r  was g r e z t e r  

i n  r e a l  t han  i n  nominal terms.  

1ia.nufacturing i n d u s t r y ,  ,on t h e  o t h e r  hand, is t h e  s ec -  

t o r  w i th  t h e  m o s t  impressive g a i n s  i n  r e l a t i v e  importance, 
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p a r t i c u l a r l y  i n  t h e  second h a l f  of t h e  1970 t s ,  when it 

reached 17 pe rcen t  of GDP. This  has  r e f l e c t e d ,  i n  p a r t ,  

t h e  impact of CONADI and t h e  s u b s t a n t i a l  f i nanc ing  t h a t  

has been channelled t o  t h e  s e c t o r  through t h i s  agency, as 

wel l  as of o the r  l a r g e  investment p r o j e c t s .  

Table 4 ,  i n  t u r n ,  p resen ts  t h e  r e l a t i v e  importance 

of t h e  va r ious  conponents 01 aggregate  supply  and demand, 

wi th  r e s p e c t  t o  GDP. The r e l a t i v e  importance of p r i v a t e  

consumption has dec l ined ,  more i n  nominal t han  i n  r e a l  t e rms ,  

while t h e  r e l a t i v e  importance of government consumption has  

increased ,  more i n  r e a l  t han  i n  nominal terms.  Measured i n  

r e a l  terms,  p r i v a t e  and pub l i c  consumptior-. r ep re sen t ed  88.4 

percent  of GDP i n  1980, whi le  g r o s s  domestic c a p i t a l  fo rmat ion  

represen ted  22.3 pe rcen t  i n  t h e  sane y e a r ,  up from 11.7 per -  

cen t  corresponding t o  1960. The r e l a t i v e  importance of g r o s s  

domestic investment,  however, i nc rea sed  more r a p i d l y  i n  nominal 

terms than  i n  r e a l  terms,  p o s s i b l y  due t o  t h e  d e t e r i o r a t i o n  

of t h e  count ry ' s  terms o f  t r a d e .  Obviously, a l l  of t h e s e  d i f -  

f e r ences  between nominal and r e a l  term t r e n d s  a r e  due t o  

changes i n  r e l a t i v e  p r i c e s .  

F i n a l l y ,  t he  degree of openness of t h e  economy has  

increased s i g n i f i c a n t l y .  I n  r e a l  t e rms ,  t h e  r e l a t i v e  impor- 

tance  of expor ts  h a s  augmented f r o m  20.3  p e r c e n t ,  f o r  1960, 

t o  29.9 pe rcen t ,  f o r  1980, while t h e  r e l a t i v e  importance of 

imports has  increased  from 22.0  p e r c e n t ,  f o r  1960, t o  43.7 



pe rcen t  i n  1980, The combined consequence of r a p i d l y  r i s i n g  

t r a d e  f l ~ w s ,  a t  h igher  r a t e s  t h a n  t h e  growth of ou tpu t ,  and 

of t h e  more r a p i d  i nc rea se s  in imports  t han  i n  e x p o r t s ,  has  

been a  r a p i d l y  expanding t r a d e  d e f i c i t .  In 1960 t h i s  d e f i c i t ,  

in  r e a l  terms,  represen ted  only 1.6 pe rcen t  o f  GDP. Ey 1970 

t h e  t r a d e  d e f i c i t  a l r eady  r ep re sen t ed ,  i n  r e a l  t e rms ,  4.9 pe r -  

cen t  of GDP and its r e l a t i v e  irnportznce had augmented t o  

13.8 percent  o f  GDP by 1980. The r a p i d  i nc rca se  i n  t h e  

r e l a t i v e  importance of t h e  t r a d e  d e f i c i t ,  dur ing  r e c e n t  y e a r s ,  

has generated a balance of payments problem f o r  Honduras 

which, combined wi th  a d d i t i o n a l  p r o b l e m  on t h e  c a p i t a l  ac-  

count ,  is e x e r t i n g  p re s su re  on t h e  ra*e of exchange of t h e  

Lempira, which has  remained f i x e d ,  a t  two Lempiras p e r  US d o l l a r ,  

s i n c e  1931. 

1.04 Trade a d  balance of payments. 

The high degree of openness of t h e  Honduran economy - 
impl ies  t h a t  i n t e r n a t i o n a l  f lows of goods and s e r v i c e s ,  f a c t o r  

payments, c a p i t a l  and a s s e t s ,  have a s i g n i f i c a n t  impzct ,  no t  

only  on t h e  r a t e  of growth of ou tpu t  and on t h e  l e v e l s  of economic 

a c t i v i t y  and o f  employment, bu t  a l s o  on monetary and p r i c e  

s t a b i l i t y .  

As most o t h e r  young developing c o u n t r i e s ,  t he  Honduraq 

economy has  experienced a t r z d e  d e f i c i t  every yea r  dur ing  t h e  

decade of t h e  1970 's .  I n  e f f e c t ,  t h e  country s t a r t e d  t h e .  



Table 6 .  Honduras: Balance of payments. 1970-1980. (Mil l ions  
of Lempiras ) . 

Trade balance 
Exports : 

Goods 
Serv ices  

Imports : 
Goods 
Serv ices  

T rans fe r s  

C a p i t a l  account 
Long term c a p i t a l :  

P r i v a t e  
Pub1 i c  
Banking system 
Compensatory 

Shor t  te rm c a p i t a l  
E r ro r s  and omissions 
Change i n  i n t e r n a t i o n a l  

r e s e r v e s  ( - i n c r e a s e )  

t h e  decade with a  r e l a t i v e l y  high t r a d e  d e f i c i t ,  o f  134.7 m i l l i o n  

Lempiras, but  t h i s  d e f i c i t  had been qu ick ly  reduced t o  3 8 . 3  

m i l l i o n  Lempiras by 1972. A s  a  consequence o f  hu r r i cane  F i f i ,  

t h i s  d e f i c i t  jumped t o  273.0 m i l l i o n  Lempiras i n  1974, inc rezs -  

ing  by 225.8 percen t  over t h e  p rev ious  y e a r ,  and remaining a t  

a high l e v e l  every year  t h e r e a f t e r .  I3y 1979 t h e  t r a d e  d e f i c i t  



had a l ready  increased t o  433.9 m i l l i o n  Lenpiras  and ,  by 1980, 

it amounted t o  651.0 m i l l i o n  Lempiras, implying a growth of 

62a6 pe rcen t  over t h e  p rev ious  y e a r .  The average r a t e  of 

growth of t h e  t r a d e  d e f i c i t ,  f o r  t h e  whole decade, had been 

of 17.8 percen t  per  annum. 

Between 1970 and 1980, t h e  va lue  of t h e  expor t s  of goods 

and s e r v i c e s  increased a t  an average z m u a l  r a t e  of 16.7 per -  

c e n t ,  while t h e  value  of t h e  imports  of goods and s e r v i c e s  

increased  a t  an average annual  r a t e  of 17 .0  p e r c e n t .  The 

growth of t r a d e ,  however, ha s  been more a c c e l e r a t e d  dur ing 

t h e  second ha l f  of t h e  decade. In  s f f e c t ,  excluding t h e  

c r i t i c a l  yea r s  of 1974 and t h e  va lue  of expor t s  augmented 

a t  an average r a t e  o f  7.8 p e r c e n t  pe r  anrium between 1970 and - 

1973, while  t h i s  va lue  increased  a t  an average r a t e  o f  22.4 - 

A 

pe rcen t  p e r  annum, between 1976 and 1979. During 1980, however, 

t h e  va lue  of expor ts  inc reased  only 11.1 pe rcen t  over t he  p rev ious  
- 

yea r .  The same behavior is t r u e  of  iirrports. During 1970-1973, 

t h e i r  va lue  increased a t  an  average r a t e  of 7 .7  p e r c ~ n t  pe r  

annum, while between 1976 and 1979, it inc reased  a t  an average 

r a t e  of 22,6 percen t  pe r  anncm. Imports ,  however, cont inue t o  

inc rease  r a p i d l y  dur ing 1980, a t  a r a t e  of 21.3 pe rcen t  over 

t h e  p rev ious  year .  

The r ap id  growth of expor t s  dur ing t h e  second h a l f  of 

t h e  decade r e f l e c t e d  t h e  growth of a g r i c u l t u r a l  expo r t s  r e s u l t -  

ing  from high commodity p r i c e s  and expanded product  ion.  This 



expor t  growth represen ted  t h e  most dynamic f a c t o r  s p u r r i n g  

t h e  favorable  economic growth r a t e  ob ta ined  in t h i s  pe r iod .  

Bananas, bene f i t i ng  from h igher  ' y i e ld s  and b e t t e r  p r i c e s ,  

r e tu rned  t o  t h e i r  t r a d i t i o n a l  p o s i t i o n  as l e a d i n g  e x p o r t ,  

narrowly edging out  c o f f e e ,  i n  1979. Re f r ige ra t ed  meat a l s o  

r e g i s t e r e d  s i g n i f i c a n t  i n c r e a s e s ,  adding t o  t h e  co f f ee  boom 

experienced dur ing t h i s  pe r iod .  Metals ,  p a r t i c u l a r l y  s i l v e r  , 

l e a d  and z inc ,  a l s o  increased  s i g n i f i c a n t l y ,  t a k i n g  advantage 

of h igh p r i c e s .  

Petroleum imports  r e g i s t e r e d  dramat ic  i nc rea se s  du r ing  

t h e  second ha l f  of t h e  decade, augmenting from 152 m i l l i o n  

Lempiras i n  1978, t o  224 m i l l i o n  Lempiras i n  1979, and t o  342 

mi l l i on  in 1980. That is ,  dur ing  t h i s  l a s t  y e a r ,  petroleum 

imports represen ted  more t han  h a l f  of t h e  coun t ry ' s  t r a d e  

d e f i c i t .  By 1979 petroleum produc ts  a l r e a d y  accounted f o r  15 

percent  of t h e  va lue  of a l l  imports .  

Honduras' c a p i t a l  account showed an average r s t e  of 

growth of 18.5 percen t  per  annum dur ing  t h e  1370 ' s .  Nhile 

long term c a p i t a l  inc reased  an an average annual  r a t e  of 

19.3  pe rcen t ,  s h o r t  term c a p i t a l  inc reased  a t  an average 

r a t e  of 13 .1  percen t  per  annum. The average annual r a t e  of 

growth of p r i v a t e  long  term c a p i t a l  was 22.3 p e r c e n t ,  while 

it was 16.8 pe rcen t  i n  t he  case  of l ong  term c a p i t a l  f o r  t h e  

pub l i c  s e c t o r .  



Table 7 .  Honduras% Long term c a p i t a l .  R e l a t i v e  importance of 
' the  p r i v a t e  and pub l i c  s e c t o r .  1970-1980. ( ~ e r c e n t a g ~ s  ). 

Pr i v a t  e  
s e c t o r  

28.6 
30.8 
26.5 
43.0 
31 - 5  
19 -5  
21.4 
26.1 
25 . 1 
32.4 
36.8 

Pub1 i c  
s e c t o r  

Ban k ing  
system 

Compensatory 
f inanc ina  - 

The c a p i t a l  account showed a d e c l i n i n g  t r e n d  i n  t h e  

e a r l y  1970's. However, n e t  c a p i t a l  in f lows  increased  by 190.0 

pe rcen t  i n  1974, over t h e  p rev ious  y e a r ,  a s  i n t e r n a t i o n a l  r e -  

sources  were mobi l ized,  a f t e r  hu r r i cane  F i f i ,  t o  he lp  i n  t h e  

r econs t ruc t i on .  Another pronounced i n c r e a s e  took p l ace  i n  

1980, when t h e  c a p i t a l  account jumped by 37.9 pe rcen t  over 

t h e  previous  y e a r ,  t o  reach  534.5 m i l l i o n  Lempiras. This  l a r g e  

c a p i t a l  inflow, however, was i n s u f f i c i e n t  t o  cover t h e  huge 

i nc rea se  i n  t he  c u r r e n t  account d e f i c i t  and Honduras l o s t  a 

s i g n i f i c a n t  amount of i n t e r n a t i o n a l  monetary r e s e r v e s .  

Over 90 percen t  of t h e  c a p i t a l  account have been long  

term f lows.  A t  t h e  beginning o f  t h e  decade 63.6 percen t '  of 

t he se  long term c a p i t a l  corresponded t o  t h e  pub l i c  s e c t o r ,  



Table 8. Honduras: Losses of i n t e r n a t i o n a l  r e s e r v e s  and corn- 
pensatory  f i nanc ing .  l971b-I78Oe (Mi l l ions  of ~ e m p i r a s )  . 

Changes i n  Compensatory Imp1 i e  d  
r e s e r v e s  f i ~ a n c  i na  s u u e r a v i t  

while 28.6 percen t  corresponded t o  t h e  p r i v a t e  s e c t o r  and 7 .7  

percent  corresponded t o  t h e  banking system. In  t h e  e a r l y  

19701s ,  however, t h e  r e l a t i v e  importance o f  p r i v a t e  l ong  

term c a p i t a l  inc reased ,  as shown i n  Table 8, A t  t h e  same f ime ,  

t he  r e l a t i v e  importance of long  term c a p i t a l  f o r  t h e  banking 

system, including a l l o c a t i o n s  of Spec i a l  Drawing R igh t s ,  also 

increased .  A s  a r e s u l t ,  i n  1973 p u b l i c  l ong  term c a p i t a l  r e -  

p resen ted  only 22.7 pe rcen t  of t h e  t o t a l .  

This  t r end  was r eve r sed  by t h e  even ts  of 1974, p a r t i c u l a r -  

l y  hu r r  i c m e  F i f  i ,  but  a l s o  i n t e r n a t i o n a l  i n f l a t i o n  and o i l  

p r i c e  i n c r e a s e s .  I n  t h a t  y e a r ,  t h e  pub l i c  s e c t o r  r ece ived  

40.9 percen t  o f  long term c a p i t a l  f lows ,  whi le  compensatory 

f i nanc ing  represen ted  24.7 p e r c e n t .  The l a t t e r  was rep-uired 

t o  mainta in  Salance of payments equ i l ib r ium and avoid  de- 

p r e c i a t i o n  o f  t h e  Lempira. 



Publ ic  long term c a p i t a l  

presented.  almost  8 0  pe rcen t  uf 
I 

bu t  t h e  

creased 

percen t  

c a p i t a l  

ponding 

r e l a t i v e  importance of 

and compensatory f i n a n c i n g  r e -  i 

l ong  term c a p i t a l  f lows  i n  1975, -- - 
-- 

l a n g  term p r i v a t e  c a p i t a l  i n -  
- 

aga in  towards t h e  end of t h e  decade,  t o  r e p r e s e n t  36.8 
- 

i n  1980. I n  t h i s  yea r ,  however, p r i v a t e  s h o r t  term 
- 

inflows dec l ined  from 50.2 m i l l i o n  Leinpiras , correu-  
-- 

t o  1979, t o  24.3 m i l l i o n  Lempiras. 

O f f i c i a l l y ,  dur ing  t h e  decade of t h e  1 9 7 0 t s ,  Honduras 

l o s t  i n t e r n a t i o n a l  monetary r e s e r v e s  only dur ing  1970, 1979 and 

1980, The C e n t r a l  Bank, however, t r e a t s  compensatory f i nanc ing  

from t h e  L . te rna t iona1  Monetary Fund, t h e  Cen t r a l  American 

Monetary S t a b i l i z a t i o n  Fund and t h e  Venezuelan Investment 

Fun? as r e g u l a r  c a p i t a l  in f lows .  That i s ,  t h e s e  f lows  a r e  

p resen ted  i n  t h e  balance of payments a s  a " c r e d i t "  t r a n s a c t i o n ,  

before  t h e  l o s s  of i n t e r n a t i o n a l  monetary r e s e r v e s  is computed. 

For t he  pwposes  of e s t ima t ing  t h e  a c t u a l  balance of payments 

d e f i c i t  o r  s u p e r a v i t ,  however, t h i s  compensatory f i n a n c i n g  

should be t r e a t e d  as a way of f i n a n c i n g  a d e f i c i t .  I n  Table 8 

t h i s  compensatory f lows a r e  added t o  t h e  changes i n  f o r e i g n  

exchange r e s e r v e s ,  t o  i d e n t i f y  t h e  implied s u p e r a v i t  o r  d e Q i c i t .  

It is c l e a r  from t h i s  Table t h a t ,  i n  a d d i t i o n  t o  t h e  t h r e e  

yea r s  mentioned, Honduras a l s o  had a balance of payments de- 

f i c i t  i n  1974 and 1975, d e s p i t e  t h e  massive "autonomous" 

c a p i t a l  inf lows t h a t  took p l a c e  dur ing  t hose  two y e a r s .  That 



Table 9. Honduras: F i s c a l  accounts  of t h e  C e n t r a l  Government 
.and of t h e  Publ ic  Sec to r .  (Mi l l ions  o f  Lempirzs) ,  

Publ ic  s e c t o r :  
Current  revenusst  267.1 54.5.2 1 ,163 .7  

Tax revenues 178 7  324.2 723 * 3 
Non-tax revenues 88.4 221.7 490.5 

C a p i t a l  revenues - - 9.4 
To ta l  revenues 267.1 &.u 1 ,173 .1  

Current  expendi tures  2 5 3 - 9  448.7 908 5 
C a p i t a l  expendi tures  76.4 194.8 686.3 

Net l oans  g ran ted  - 27.0 72 .2  

To ta l  expendi tures  3xXi 706.9 1 ,667 .0  

Current  savings  13.2 97.2 255 9 2 
Overall  def i c  it 

Cent ra l  Government; 
Current  revenues 
Current  expendi tures  
C a p i t a l  expendi tures  
Net l oans  g ran ted  
To ta l  expend i d  u r e s  
Current  s a v i r ~ p  
D e f i c i t  

i s ,  compensatory f i nanc ing  was used t o  b u i l d  up t h e  coun t ry ' s  

f o r e i g n  exchange r e s e r v e s ,  d e s p i t e  t h e  d e f i c i t .  Moreover, 

t h i s  a n a l y s i s  impl ies  t h a t  d - x i n g  t h e  two most r e c e n t  y e a r s ,  



1979 and 1980, Honduras has  had a s e r i o u s  ba lance  of payments 

problem and t h a t ,  i n  1980, t h e  a c t u a l  magnitude of t h e  d e f i c i t  

reached ax l e a s t  160.9 m i l l i o n  bempiras. I n  a d d i t i o n ,  t h e r e  

has  been a s i g n i f i c a n t  capital f l i g h t ,  p a r t i a l l y  cap tu re  by 

t h e  item " e r r o r s  and omissions",  which i n  1979 r ep re sen t ed  

37 -5  m i l l i o n  Lempiras and i n  1980 amounted t o  8 . 6  m i l l i o n  Lem- 

p i r a s .  

The r e c e n t  macroeconomic performance. 

A s u b s t a n t i a l  d e t e r i o r a t i o n  i n  Honduras ' economic 

s i t u a t i o n  has t .ken p l a c e  s i n c e  1979. The baiance of payments 

d e f i c i t  has  augmented r a p i d l y ,  t h e  government's f i s c a l  accounts  

havc worsened s i g n i f i c a n t l y ,  and i n f l a t i o n  hzs  a c c e l e r a t e d .  I n  

a d d i t i o n ,  1980 saw a sharp  downturn i n  t h e  sus t a ined  surge  i n  

a r e a l  economic growth t h a t  t h e  country  had experienced dur ing 

t h e  p rev ious  fou r  y e a r s ,  a s  G D P ,  i n  r e a l  t e rms ,  inc reased  by 

only 2.5 pe rcen t ,  over t h e  1979 l e v e l ,  while popula t ion  con- 

t i n u e d  t o  grow a t  a r a t e  of 3.6 p e r c e n t  p e r  annum. A l l  s e c t o r s  

of economic a c t i v i t y  grew a t  much lower r a t e s  t han  i n  t h e  i m -  

mediate p a s t ,  whi le  a g r i c u l t u r e  and c o n s t r u c t i o n  a c t u a l l y  

dec l ined ,  by 2.8 and 2.9 p e r c e n t ,  r e s p e c t i v e l y ,  w i th  r e s p e c t  

t o  t h e  previous  year .  

I n  a d d i t  ior- t o  s t a g n a t i o n ,  Honduras is exper iencing 

important  i n t e r n a l  and e x t e r n a l  f inanc i a l  de sequ i l  i b r  i a  . The 



sharp  d e t e r i o r a t i o n  o  f t h e  coun t ry ' s  balance of payments 

and t h e  Loss of i n t e r n a t i o n a l  monetary r e s e r v e s  du r ing  t h e  

two most r e c e n t  years  was a l r e a d y  descr ibed  i n  t h e  p rev ious  

s e c t i o n .  Due t o  t h e  h igh  degree of opennass of t h e  Honduran 

economy, t he se  e x t e r n a l  f i n a n c i a l  problems have a s i g n i f i c a r l t  

impact on t h e  domestic macroeconomic s i t u a t i o n ,  

The o v e r a l l  d e f i c i t  of t h e  p u b l i c  s e c t o r ,  on t h e  o the r  

hand, inc reased  dur ing 1980 by 95.6 p e r c e n t ,  t o  reach  493.9 

m i l l i o n  Lempiras. While 58.0 pe rcen t  of t h i s  d e f i c i t  was 

f inanced  with e x t e r n a l  r e s o u r c e s ,  i nc rea s ing  Honduras' pub l i c  

f o r e i g n  deb t ,  t he  remaining 42.0 pe rcen t  was f inanced  wi th  

domestic bank c r e d i t ,  c o n t r i b u t i n g  t o  t h e  domestic i n f l a t i o n a r y  

p r e s s u r e s .  

Between 1972 and 1930, t h e  c u r r e n t  revenues of t h e  p u b l i c  

s e c t o r  increased a t  an  average r a t e  of 20.2 percen t  p e r  annum, 

i n  nominal terms.  A t  t h e  same t ime ,  however, t h e  c u r r e n t  ex- 

pend i tu re s  of t h e  s e c t o r  inc reased  a.t an average r a t e  o f  17.3 

percen t  pe r  annum, t h u s  a l lowing  c u r r e n t  s av ings  of t h e  pub l i c  

s e c t o r  t o  increase  a t  an average annual  r a t e  of 44.8 p e r c e n t ,  

t o  reach the  level o f  255.2 m i l l i o n  Lempiras i n  1980. These 

c u r r e n t  savings  have been employed t o  f inance  p a r t i a l l y  t h e  

r a p i d l y  augmenting c a p i t a l  expendi tu res  of t h e  s e c t o r .  During 

t h e  1972-1980 pe r iod ,  t h e s e  c a p i t a l  expendi tu res  i nc rea sed  a t  

an average annual r a t e  of 31.6 p e r c e n t ,  There fore ,  whi le  



t h e  t o t a l  revenues of t h e  p u b l i c  s e c t o r  (on c u r r e n t  and on 

c a p i t a l  account)  i nc rea sed ,  between 1972 and 1980, a t  an  

average r a t e  of 20.3 pe rcen t  per. annum, t o t a l  expendi tu res  

( c u r r e n t  and c a p i t a l ) ,  i n c r e m e d  a t  an average r a t e  of 22.4 

percen t  per  annum. A s  a r e s u l t ,  t h e  o v e r a l l  d e f i c i t  inc reased  

a t  an  avercge annual r a t e  of ,29.3 p e r c e n t .  That is ,  it was 

almost 8 t i n e s  l a r g e r  i n  1980 than  i n  1972,  as shown i n  

Table 9 .  

Due t o  t h e  more r a p i d  growth of t h e  c a p i t a l  expendi tu res ,  

t h e i r  r e l a t i v e  importance i nc rea sed ,  from 23.1 p e r c e n t ,  i n  1972, 
-- 

t o  41.2 p e r c e n t ,  i n  1980, wi th  r e s p e c t  t o  t h e  t o t a l  expendi tu res  ' 
- - 

of t h e  pub l i c  s e c t o r .  I n  a d d i t i o n ,  dur ing t h e  most r e c e n t  

y e a r s ,  c u r r e n t  expendi tures  havc grown r a p i d l y  due t o  s e v e r a l  

f a c t o r s ,  inc lud ing :  

a )  Demands by w e l l  organized groups ,  c f t e n  suppor ted by 

s t r i k e s ,  f o r  s u b s t a n t i a l  wage inc rea se s .  These 

include nu r se s ,  d o c t o r s ,  banana workers and o t h e r s .  

The year-end bonus g ran t ed  t o  a l l  pub l i c  employees 

has  a l s o  been increased .  It has  been very d i f f i c u l t  

f o r  t h e  government t o  r e s i s t  such demands i n  an 

e l e c t i o n  pe r iod .  

b) F a i l u r e  t o  a d j u s t  t he  r a t e s  charged f o r  s e r v i c e s  by 

t h e  autonomous pub l i c  i n s t i t u t i o n s ,  t o  keep up with 

i n f l a t i o n .  The government has  covered t h e  l o s s e s  
-- 

i ncu r r ed ,  while i n  o t h e r  c a s e s ,  such as t h e  pub l i c  

t r a n s p o r t  companies, it has  g ran ted  s u b s i d i e s ,  i n  



an e f f o r t  t o  compensate f o r  h igher  f u e l  c o s t s .  

c )  The s u b s t a n t i a l  i nc rea se  of t h e  c a p i t a l  budget has  

c a l l e d  f o r  corresponding inc rea se s  i n  c u r r e n t  expen- 

d i t u r e s .  

Because pub l i c  s e c t o r  revenues have grown l e s s  r a p i d l y  

t han  t o t a l  expendi tu res ,  t h e s e  revenues'  have been l e s s  su f -  

f i c i e n t  each y2ar t o  cover expendi tu res  .' That i s ,  while i n  

I972 revenues f inanced 80.8 percen t  of t o t a l  expendi tu res ,  

t hey  were ab l e  t o  f inance  only 70.4 pe rcen t  of t h e s e  expen- 

d i t u r e s  i n  1980. 

A similar evo lu t ion  has  been exper ienced by t h e  C e n t r a l  

Government's f i s c a l  accounts .  While c u r r e n t  revenues increased  

a t  an  average annual  r a t e , o f  18.0 p e r c e n t ,  between 1972 and 

1980, during t h e  same pe r iod  c u r r e n t  expendi tu res  increased  

a t  an average r a t e  of 14.9 percen t  per  almum. This  made 

p o s s i b l e  f o r  c u r r e n t  sav ings  t o  grow, dur ing  t h i s  p e r i o d ,  a t  

an  average r a t e  of 47.9 pe rcen t  p e r  annum and t o  c o n t r i b u t e  

t o  t h e  f inanc ing  of c a p i t a l  expendi tu res .  Since  c a p i t a l  

expendi tures  grew a t  an  average annual  r a t e  of 30.3 p e r c e n t ,  

t h e  Cen t r a l  Governmentqs d e f i c i t  i nc rea sed ,  between 1972 and 

1980, a t  an average r a t e  of 30.9 pe rcen t  p e r  annum. During 

1980, moreover, t h i s  d e f i c i t  grew 50.5 pe rcen t  over t h e  pre-  

v ious  year. 



An important p o r t i o n  of t h e  d e f i c i t  of t h e  C e n t r a l  

Government during t h e  l a s t  year  is due t o  l o a n s  g ran ted  t o  

autonomous pub l i c  i n s t i t u t i o n s ,  which in 1980 grew at t h e  

d i s t u r b i n g  r a t e  of 756.9 pe rcen t  over  t h e  p rev ious  y e a r ,  t o  

reach  t h e  l e v e l  of 117.4 m i l l i o n  Lempiras. 

I n  view of t h i s  f i s c a l  s i t u a t i o n ,  t h e r e  has  been f o r  

some time now t h e  i n t e n t i o n  t o  undertake a s i g n i f i c a n t  t a x  

reform i n  Honduras. There is much cont roversy ,  however, 

about t h e  na ture  of t h e  t a x  package t c  be adopted.  Recent 

z t t empts  t o  r a i s e  t a r i f f  r a t e s  zc ros s  t he  board have encomte red  

s i g n i f i c a n t  oppos i t i on ,  both a t  home, and among t h e  o t h e r  

Cen t r a l  American c o u n t r i e s .  

The s u b s t a n t i a l  i nc rea se  i n  t h e  budgetary d e f i c i t  o f  

t h e  p u b l i c  s e c t o r  t h a t  ha s  t aken  p l a c e  du r ing  t h e  two m o s t  

r e c e n t  years  has  a l s o  l e d  t o  a s i g n i f i c z n t  i nc rea se  i n  t h e  

key p o r t i o n  of t h e  d e f i c i t  t h a t  is domes t ica l ly  f i n m c e d  by 

t h e  banking system. A s  a r e s u l t ,  t h e  p o r t i o n  of t o t a l  domestic 

c r e d i t  going t o  t h e  p u b l i c  s e c t o r  has  i n c r e a s e d ,  and t h e  

p r i v a t e  s e c t o r s  have been crowded ou t  i n  t h e  compet i t ion f o r  

s ca rce  f i n a n c i a l  r e sou rces .  This  l i q u i d i t y  crunch has been 

most s eve re ly  f e l t ,  because t h e  amounts of c r e d i t  f o r  t h e  

p r i v a t e  s e c t o r  have f a i l e d  t o  keep up with t h e  r a t e  of i n -  

f l a t i o n  and t h e i r  r e a l  va lue  has  dec l ined .  



Table 10. Hondurasr Average annual  r a t e s  of growth, i n  r e a l  -- . 
terms,  of domestic c r e d i t  of t h e  Honduran banking 
system outs tand ing  a t - t h e  end of sach y e a r ,  by 
s e c t o r s .  1970-1980. (Percen tages ) .  

Domestic c r e d i t  of 
t h e  banking system: 

Publ ic  s e c t o r  : 
Cen t r a l  Government 
Rest of pub l i c  

s e c t o r  
Priva.te s e c t o r  

Loans and d. iscounts 
f o r  t h e  p r i v a t e  s e c t o r  7.66 4.81 6.23 

The more l i m i t e d  a v a i l a b i l i t y  of l o w a b l e  funds has  been 

expla ined,  i n  p a r t ,  by t h e  e rod ing  impact of i n f l a t i o n ,  b u t  it 

has been a t t r i b u t e d  also t o  t h e  poor performance of e x p o r t s ,  

t h e  much l a r g e r  inc rease  i n  t h e  va lue  of imports ,  and c a p i t a l  

f l i g h t .  A t  t he  same t ime ,  H o ~ d u r a s  has  founrl i t s e l f  c u t  off  

from i t s  t r a d i t i o n a l  sources  of f o r e i g n  commercial bank cred-  

it, due t o  t h e  r e luc t ance  of i n t e r n a t i o n a l  banks t o  i n c r e a s e  

t h e i r  exposure i n  Cent ra l  America a t  t h i s  t ime.  The f a i l u r e  

of Banco Financiers Hondureh hhzs a l s o  redcced t h e  w i l l i ngnes s  

of foreign banks t o  expand c r e d i t  i n  Honduras, g iven t i g h t  

money cond i t i ons  worldwide, An important  p ropo r t i on  of  t he  



Table 11. Honduras! Average annual  r a t e s  of growth, i n  r e z l  
. terms,  of domestic c r e d i t  of t h e  Cen t r a i  Bank, ou t -  

s tand ing  a t  t h e  end of each y e a r ,  by s c c t o r s .  
1970-1980. (Percen tages ) .  

Domestic c r e d i t  o f  t h e  
Cent ra l  Bank r 12 m 75 11-78  12.27 
R tb l i c  s e c t o r  i 7.90 18.48 13-07 

Cen t r a l  Government 4 ,89  17.68 11.10 

Local governments 27 87 19.96 23 -85 
Autonomous i n s t  i- 

t u t  ions  8.46 20.42 14.28 
Banking system: 17.80 5.03 11 23 

Cornmerc i a l  banks 19.20 5 - 7 9  12.29 
Development banks 22.00 . 1.99 11.55 
Savings banks - 37-50 66.48 2.00 

coun t ry ' s  h a r v e s t s  has  been t r a d i t i o n a l l y  f inanced by f o r e i g n  

banks,  but apparen t ly  t h i s  d i d  no t  m a t e r i a l i z e  i n  1980. 

The domestic c r e d i t  of t h e  banking system, ou ts tand ing  

at the  end of each y e a r ,  grew a t  an average r a t e  of 7.3 pe r -  

cen t  per  year  between 1970 and 1980, when the se  ba lances  a r e  

measured i n  cons tzn t  1966 Lempiras. Th is  r a t e  of growth was 

s i g n i f i c a n t l y  h igher  than  t h e  r a t e  of 4.3 percen t  pe r  year  

averaged by r e a l  GDP during t h e  same p e r i o d .  Moreover, t h e  

average r e a l  r a t e  of growth o f  domestic c r e d i t  of t h e  banking 

system was higher  i n  t h e  second p a r t  of t h e  decade t han  i n  t he  

f i r s t ,  a s  shown i n  Table 1 0 .  



Table 12.  Honduras: Propor t ions  of t h e  domestic c r e d i t  of t h e  
'banking system, ou ts tand ing  a t  t h e  end of each yea r ,  

r ece ived  by each s e c t o r .  1370-1980. (pe rcen t ages ) .  

Fubl i c  
s e c t o r  - 

15.2 
17 .I 
2001 
23.0 
20.4 
21.8 
19.9 
19.7 
1902 
22.0 
25 . 2 
28.1 

Cen t r a l  
Government 

Rest  of t h e  
p u b l i c  s e c t o r  

P r i v a t e  
s e c t o r  

84.7 
82.8 
79 9 
76.9 
79 . 5 
78.1 
e0.0 
80.2 
80.7 
7 7 - 9  
7 4 - 7  
71.8 

The shares  of t h e  domestic c r e d i t  of t h e  banking system 

rece ived  by t h e  pub l i c  and p r i v a t e  s e c t o r s ,  however, grew a t  

very  d i f f e r e n t  r a t e s ,  While t h e  domestic c r e d i t  r ece ived  by 

t h e  p r i v a t e  s e c t o r  inc reased  a t  an average annual  r a t e  of 7.0 

pe rcen t  during t he  decade, t h e  domestic c r e d i t  r ece ived  by 

t h e  pub l i c  s e c t o r  increased a t  a n  average r a t e  of 14.1 percen t  

pe r  annumr t h a t  i s ,  twice a s  r a p i d l y .  A s  a r e s u l t ,  t h e  sha re  

of t h e  publ ic  s e c t o r  inc reased  from 15.2 p e r c e n t  of t o t a l  

domestic c r e d i t ,  f o r  1969, t o  28.1  pe rcen t  of t h i s  t o t a l ,  

f o r  1980. The increments i n  this sha re  have been p a r t i c u l a r l y  

l a r g e  dur ing t he  t h r e e  most r e c e n t  y e a r s ,  as shown i n  Table 12. 



Table 1%. Honduras: Propor t ions  of t h e  domestic c r e d i t  of t h e  
Cent ra l  Bank, ou t s t and ing  a t  t h e  end of each y e a r ,  
r ece ived  by some s e c t o r s .  1970-1980. (pe rcen t ages ) .  

Pub1 i c  
s e c t o r  

5 2 . 1  
6 .1 
66.4 
57 4 
52.4 
44.2 
46.3 
39 .2 .  
54.2 
60.7 
59m 1 

Cen t r a l  
Govern- 

ment - 
44.3 
52.0 
50.7 
41.8 
38.2 
30.9 
33.6 
19.3 
3 5 - 6  
34.2 
39 9 

Rest  of 
pub1 i c  
s e c t o r  

10.7 
12.1  
15.7 
14.5 
14.2 
13 0 3 
12.7 
19 a 9 
18.6 
26.5 
29.2 

Banking 
system 

Commer- 
c  i a l  
banks 

24.2 
19.0 
17.8 
23.3 
27.0 
32.0 
28.1 
36.0 
24.6 
22.6 
24.3 

Develop- 
ment 
banks 

15.4 
15 - 7  
14.9 
18.5 
20 . 0 
22.9 
23.8 
24.6 
22.6 
15 03 
14.5 

As a consequence of t h e s e  d i f f e r e n t  r a t e s  of growth, t h e  

amount of domestic c r e d i t  from t h e  banking system f o r  t h e  pub l i c  

s e c t o r ,  measured I n  c o n s t a n t  1966 Lempiras, inc reased  from 188.1 

m i l l i o n ,  f o r  1 9 , d ,  t o  245.2 m i l l i o n ,  f o r  1980. A t  t h e  same t ime ,  

however, t h e  a~count of domestic c r e d i t  from t h e  banking system, 

f o r  t h e  p r i v a t e  s e c t o r ,  measured i n  r 2 a l  t e rms ,  a c t u a l l y  dec l ined ,  

from 664.3 m i l l i o n  o f  cons t an t  1966 Lempiras, f o r  1978, t o  625.2 

m i l l i o n ,  f o r  1980. Taking i n t o  cons ide ra t i on  t h e  l oans  and d i s -  

coun t s  rece ived  by t h e  privz-t;e s e c t o r ,  on ly ,  t h e i r  r e a l  value  

dec l ined  from 613.3 m i l l i o n  Lempiras of 1966, f o r  1978, t o  

559.8 m i l l i o n ,  f o r  1980. 



The domestic c r e d i t  of t h e  banking system f o r  t h e  

pub l i c  s e c t o r  increased more r a p i d l y  dur ing  t h e  second h a l f  

of t h e  decade thaE dur ing t h e  f e s t  h a l f ,  Exac t ly  t h e  oy- 

p o s s i t e  is t r u e  of domestic c r e d i t  f o r  t h e  p r i v a t e  s e c t o r ,  

as shown i n  Table 10. During t h e  whole decade,  t h e  domestic 

c r e d i t  of t he  banking system going t o  t h e  r e s t  of t h e  p u b l i c  

s e c t o r  increased more r a p i d l y  t han  t h e  amounts going t o  t h e  

Cent ra l  Government, 

TaSle 11 p r e s e n t s  t h e  average annuzl  r a t e s  of growth 

of t h e  domes-tic c r e d i t  of t h e  Cen t r a l  Bank going t o  t h e  d i f -  

f e r e n t  s e c t o r s .  While dur ing t h e  f i r s t  h a l f  of t he  decade, 

Cent ra l  Bank c r e d i t  f o r  t h e  banking system grew much mors 

r a p i d l y  t han  Cen t r a l  Bank c r e d i t  f o r  t h e  pub l i c  s e c t o r ,  t h e  

opposite i s  t r u e  f o r  t h e  second h a l f  of t h e  decade. I n  e f -  

f e c t ,  between 1975 and 1980, C e n t r s l  Bank c r e d i t  inc reased  

a t  an average annuzl  r a t e  of 18.5 p e r c e n t ,  when des t i ned  f o r  

t he  publ ic  s e c t o r ,  bu t  of only  5.0 p e r c e n t ,  when des t i ned  t o  

the  banking system. 

A s  a r e s u l t  of t he se  d i f f e r e n t  r a t e s  of growth, t h e  

share  of t h e  pub l i c  s e c t o r  i n  C e n t r a l  Bank c r e d i t  inc reased  

from 44.2 pe rcen t ,  f o r  1975, t o  60.7 p e r c e n t ,  f o r  1979, and t o  

59.1 pe rcen t ,  f o r  1980. The share  o f  t h e  Sanking system, 

which had reached 60.6 p r c e n t  i n  1977, dec l i ned  t o  40.7 

percent  i n  1980, a s  sho7t:n i n  Table 13. 



The share  of Cen t r a l  Bank c r e d i t  r ece ived  by t h e  com- 

merc i a l  banks dec l ined  from 36,O p e r c e n t ,  f o r  1977, t o  22.6 

p e r c e n t ,  f o r  1979, and t o  24.3 p-ercent ,  f o r  1980. The sha re  

correspbnding t o  t h e  development banks d e c l i n e d ,  from 24.6 

pe rcen t ,  f o r  1977, t o  14.5 p e r c e n t ,  f o r  1980. The banking 

system had no t  r ece ived  s h a r e s  as low as t h e s e  s i n c e  1972. 

Table 14, Honduras : Annual r a t e s  of i n f l a t i o n ,  a s  measured by 
t h e  c?hanges i t 1  t h e  g e n e r a l  consumer p r i c e  index.  
1970-1980. (Percen tages ) .  

Annual averag.e December t o  December 

1.64 
5 fi 39 
7 - 2 3  

11.37 
7  a78 
5.56 
7.59 

During t h e  two most r e c e n t  y e a r s ,  Honduras has  exper ienced 

a  r e l a t i v e l y  new phenomenom t i n f l a t i o n .  A s  i n d i c a t e d  i n  Table 

14, t h e  r a t e  of p r i c e  i nc rea se  has  been ve ry  moderate in Hon- 

duras ,  r e f l e c t i n g  both  t h e  h igh  degree of openness of t h e  

economy and t h e  conserva t ive  monetary p o l i c y  adopted,  aimed 

a t  keeping t h e  exchange r a t e  o f  t h e  Lempira c o n s t a n t .  Th is  

r e l a t i v e  p r i c e  s t a b i l i t y  has  favored t h e  development of Hon- 

duras '  f i n a n c i a l  system, s o  f a r ,  
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THE F I N A N C I A L  SYSTEM OF HONDURAS 

The c o m ~ o s i t i o n  of t h e  f i n a n c i a l  system. 

The f  inanc i a l  system dominated t h e  

p r i v a t e  commercial banks and by a few p u b l i c  development 

banks. With t h e  except ion of t h e  s av ings  and l oan  a s soc i a -  

t i o n s  and of a handful  of f i nance  companies ( f i n a n c i e r a s ) ,  

t h e r e  a r e  few s p e c i a l i z e d  i n s t i t u t i o n s  or' o ther  types '  i n  

t he  formal f i n a n c i a l  markets.  The equ iva l en t  of a s t o c k  

market is completely i n e x i s t e n t  i n  t h i s  country .  There is 

a l s o  r u r a l  c r e d i t  union network,  some importance t h e  

r u r a l  a r e a s ,  i n  terms of t h e  number of members, but  t h e i r  

t o t a l  volume of funds is p o s s i b l y  comparat ively  sma l l .  I n  

a d d i t i o n ,  t h e r e  a r e  s e v e r a l  t ypes  of o t h e r  l e n d e r c  i n  t h e  i n -  

formal c r e d i t  markets ,  bu t  t he  f i n a n c i a l  i n t e rmed ia t i on  

func t ions  t h a t  t he se  l ende r s  perform a r e  l i m i t e d  i n  scope.  

The r e l a t i v e  magnitude of t h e  r e s o u r c e s  mobil ized by t h e s e  

informal l e n d e r s  is n o t  known. The i r  p a r t i c i p a t i o n  i n  t h e  

f inan.c i ng  of a g r i c u l t u r a l  a c t i v i t i e s  d i scussed  below. 

In  t h i s  r e s p e c t ,  Honduras is n o t  d i f f e r e n t  from most low 

income c o u n t r i e s .  In  t h i s  kind of f i r i a n c i a l  environment, 

ind iv idua l  economic u n i t s  i s s u e  r e l a t i v e l y  few primary 

s e c u r i t i e s ,  as a  p ropor t ion  of s a v i n g s ,  t h u s  i n d i c a t i n g  



a g r e a t e r  r e l i a n c e  p laced  on s e l f - f i n a n c e  by firms, a t  l e a s t  

i n  c o m ~ a r i s o n  with t hose  i n  w e a l t h i e r  c o u n t r i e s .  Most of t h i s  

l i m i t e d  f low of primary s e c u r i t k e s  is acquired by t h e  f i n a n c i a l  

i n s t i t u t i o n s ,  r a t h e r  t h a n  be ing  p laced  d i r e c t l y  w i th  f i n a l  s a v e r s .  

A t  t h e  same t ime ,  t h e  l i a b i i i t i e s  of t h e  monetary system -those 

of t h e  Cent ra l  Bank and 'of t h e  commercial banks- account f o r  

most of  t h e  c la ims on in termediary  f i n a n c i a l  i n s t i t u t i o n s  t h a t  
i u a r e  he ld  by t h e  p u b l i c .  

I f  open z a r k e t s  f o r  primary s e c u r i t i e s  (bonds, mortgages,  

common s t o c k )  a r e  i n s i g n i f i c a n t ,  i n d i r e c t  f inanc ing  o r  in te ' r -  

mediat ion through t h e  monetary mechanism i s  t h e  main a r t e r y  of  

t h e  f o r m a l  f i n a n c i z l  s e c t o r .  That i s ,  t h e  monetary system has  

t h e  most i m ~ o r t a n t  r o l e  as an  in te rmedia ry  between save r s  and 

i n v e s t o r s .  P r i v a t e  f i n a n c i a l  sav ings  i n  Honduras, a s  i s  t h e  

case  i n  most l o w  income c o u n t r i e s ,  a r e  l a r g e l y  currency and 

d e p o s i t s ;  claims on t h e  Cent rz l  Bank, t h e  commercial banks,  

and such near  banks as t h e  development banks, t h e  sav ings  and 

l o a n  a s s o c i a t i o n s  and t h e  f i n a r c i e r a s .  I n  mobi l i z ing  r e s o u r c e s .  

f o r  economic development, t h e r e f o r e ,  t h e  in termediary  r o l e  o f  

. the banks is extremely important .  The banking system i s  
1 

v i r t u a l l y  t h e  only f i n a n c i a l  means of a t t r a c t i n g  vo lun ta ry  

L/ See Raymond Goldsmith, F i n a n c i a l  S t r u c t u r e  and Development, 
Yale Univers i ty  P re s s ,  1969 ;  Ronald I .  bicKinnon, Pbnev and 
C a ~ i t a l  i n  Sconornic Devnlo~ment , Washington, D. C .  : Brookings 

. . I n s t i t u t i p r . ,  1.9$f3; 3nd Johq Cod , Helen ,Hu hes  and Uavld 

w, Uxford 11nlv~rsl t ;y P r e s s ,  1980 * 
5 Wall, P o l ~ c l e s  . or n$ustr ;al  A o e r e s s  in e v e l o ~ l n n  Loun- 



p r i v a t e  sav ings  on a  l a r g e  s c a l e  and of extending c r e d i t  t o  

i n v e s t i n g  e n t e r p r i s e s  i n  t h e  p r i v a t e  and t h e  p u b l i c  s e c t o r s .  

The fol lowing s e c t i o n s  a t tempt  t o  eva lua t e  t h e  performance of 

t h e  Honduran banking system as an in termediary  between s a v e r s  

and inve st o r s  . 
2.02 The i n s t i t u t i o n s  of t h e  formal f i n a n c i a l  svs tem,  

The f i n a n c i a l  system of Honduras inc ludes  t h e  fo l lowing  

i n s t i t u t i o n s  : 

a .  The Cent ra l  Rank of Honduras. 

b .  Fourteen p r i v a t e  domestic commercial banks,  some o f  them 

p a r t i a l l y  owned by f o r e i g n e r s ,  and t h e  branches  of t w o  

f o r e i g n  commercial banks ,  namely: 

-Banco A t l h t i d a ,  t h e  l a r g e s t ,  e s t a b l i s h e d  i n  1914. 

-Banco de Honduras, ope ra t i ng  s i n c e  1889. 

-Banco l a  Capi ta l i zadora  HondureRa (BANCAHSA) , c rea t ed  

i n  1948, became a gene ra l  bank l a t e r ,  

-Banco Financiers HondureEa, e s t a b l i s h e d  f i r s t  as a fi- 

nanc i e r a ,  i n  1964, under t h e  ausp i ce s  of US-AID, l a t e r  

became a  gene ra l  bank and f i n a l l y  f a i l e d  towards t h e  

end of 1980. 

-Banco E l  Ahorro HondureRo, o r i g i n a l l y  a  s av ings  i n s t i t u -  

t i o n ,  became a  bank i n  1959.  

-Banco d e l  Comercio, c r ea t ed  a s  a s p e c i a l i z e d  i n s t i t u -  



t i o n  i n  1952, l a t e r  became a genera l  bank. 

-Bancc de Occidente, founded i n  Santa Rosa de Cop& 

i n  1951. 

-Banco Cont i n o n t a l ,  e s t ab l i shed  i n  1974. 

-Banco de 10s Traba,iadores, has  been opera t ing  s ince  

1966. 

-Banco S o ~ e r i n ,  previously Banco H i ~ o t e c a r i o ,  became a 

general  bank I n  1976 and opera tes  from i t s  main branch 

i n  San Pedro de Sula.  

-Dance d e  l a s  F'uerzas Armadas (BANFFAA), organized i n  

1979. 

-Banco Financiers Centroamericana (FICENSA) , organized 

first a s  a f inanc ie ra  i n  1972, l a t e r  became a genera l  

bank. 

-Banco Mercantil (BAMER), i n i t i a t e d  operat ions i n  1980. 

-Banco Hondure30 d e l  Caf6 (BANHCAFE), es tab l i shed  i n  

1980 by t h e  Honduran Associati.on of Coffee Growers 

(AHPROCAFE) and t h e  Honduran Coffee I n s t i t u t e  ( IHCAFE) . 
-9anco de Londres N Montreal, t h e  f i r s t  branch of a 

fore ign  bank, opened i n  1959. 

-Bank o f  America, t he  second fo re ign  bank t o  open a 

branch, opera t ing  s ince  1966. 

c .  Three publ ic  development banks, with spec ia l i zed  func- 

t ions,  namely : 



-Banco Nacsional de Desar ro l lo  Agricola  (BANADESA) , 

cx'eated i n  1980 a f t e r  a r e o r g a n i z a t i o n  of t h e  Banco 

Nacional de Fomento (BANAFOM) , t h e  f irst  and l a r g e s t  

development bank, which had been ope ra t i ng  s i n c e  1950. 

BANADESA, e s t a b l i s h e d  t o  promote a g r i c u l t u r a l  produc- 

t i o n ,  h2s a more s p e c i f i c  focus  t h a n  its predecesor  

BANAFON, which had been e n t r u s t e d  a mul t i tude  of 

heterogeneous func t ions .  

-Banco M u n i c i ~ a l  -4ut6nom0, c r e a t e d  i n  1960 t o  promote, 

f inance  and assist municipal  development. 

-Comoraci6n Nac iowl  de Invers iones  (CONADI) , es t ab -  

l i s h e d  i n  1974 as a mechanism f o r  t h e  o rgan iza t i on ,  

growth and conso l ida t i on  of i n d u s t r i a l  f i r m s .  

d .  One p u b l i c  sav ings  and l o a n  bank, F inanc ie ra  Nacional 

de l a  Vivienda (FINAVI), c r e a t e d  i n  1975, i n  o r d e r  t o  

channel e x t e r n a l  funds and domestic sav ings  t o  low 

c o s t  housing p r o j e c t s  . 
e .  Seven p r i v a t e  savings  and l o a n  a s s o c i a t i o n s ,  devoted 

t o  housing f i nance ,  a l l  organized a f t e r  19'76, namely: 

La Vivienda;  La Vivienda. d e  S u l a ,  S- A .  ; La Constancia!  

Fina.nciera M e t r o ~ o l i t a n a .  1 Futuro  ; Casa P r o , ~ i a  , S .  A.  r 

and I N V A .  

f  . Six p r i v a t e  insurance companies, namely : E l  Ahorro Hon- 
dureHo, S.A.;  Asepuradora HondureEa, S . A . ;  B m u a K i a  de  - 



Seguros Interarnericana.  S. A .  ; CompaHia de Seeuros La  

Cont inen ta l ,  S.A. I Pan American Insurance Company and 

Honovers Insurance Company-. 

-1 
Two alma.cenes ~ e n e r a l e s  de d e ~ 6 s i t o  (Storage houses 

_ A  I 

g r a n t i n g  c r e d i t  ) : Compa"na Almacenadora S. A .  (COALSA) 
i 

and Almacenes de D e ~ 6 s i t o .  S . A .  (ALDESA). I 

The commercial banks ope ra t e  212 branches thr+oughout t h e  

count ry ,  a 21 .1  pe rcen t  i nc rea se  over  t h e  175 branches opera ted  

i n  1976. Of t h e s e ,  124 branches ,  r e p r e s e n t i n g  58.5 p e r c e n t  

of t h e  t o t a l  lumber, belong t o  Banco At lgn t ida ,  SANCAHSA ar,d 

Banco E l  Ahorro HondureHo. These t h r e e  banks, i n  t u r n ,  have 

mobil ized over 50 pe rcen t  of t h e  t o t a l  volume of d e p o s i t s  of 

t h e  p r i v a t e  comnercial banks * 

I n  a d d i t i o n ,  t h e  development banks ope ra t e  31 Sranches , 
28 of which belong t o  BANADESA. The sav ings  and l o a n  asso-  

c i a t i o n s ,  i n  t u r n ,  ope ra t e  ano the r  31 branches and t h e  Cent ra l  

Bank ope ra t e s  8 branches.  I n  t o t a l ,  f o r  i ts  ope ra t i ons  t h e  

banking system ope ra t e s  282 branches ,  a 29.4 pe rcen t  i nc rea se  

over t h e  215 branches operated i n  1976. From t h e  t o t a l  number 

of branches ,  80 opera te  i n  Francisco Morazln, where Tegu- 

c iga lpa  is l o c a t e d ,  and 73 opera te  i n  C o r t g s ,  where San Pedro 

de Su la  is l o c a t e d .  



In  a d d i t i o n  t o  t he  formal f i n a n c i a l  i n s t i t u t i o n s ,  t h e  

Honduran farmer r ece ives  c r e d i t  from s e v e r a l  semi-f ormal and 

informal sources .  These informa2 sources  inc lude  producing 

and marketing f i rme ,  such as t h e  banana companies, COHBANA, 

sugar  m i l l s ,  tobacco p roces so r s ,  meat packing p l a n t s ,  c o t t o n  

p roces so r s ,  e t c .  Santos and Alonso c la im t h a t  t h e s e  s p e c i a l i z e d  

firms mobil ize s u b s t a n t i a l  amounts of r e s o u r c e s .  These 

firms e x e r c i z e ,  through c r e d i t ,  an e f f e c t i v e  c o n t r o l  of t h e i r  

swppl ie r s .  A l a r g e  p o r t i o n  of t h e i r  funds  might have come, 

a t  l e a s t  i n  t h e  p a s t ,  from e x t e r n a l  sou rces ,  such as f o r e i g n  

p r i v a t e  commercial banks. Santos  and Alonso c l a im  t h a t  over 

50 p e r c e n t  of t h e  yesources mobil ized a r e  f o r e i g n ,  These f l rms  

a l s o  r e c e i v e  l oans  from t h e  p r i v a t e  domes-tic commercial banks 

and even from BANADESA and use them f o r  t h e  f i n a n c i n g  of  t he  

smal le r  producers a s s o c i a t e d  wi th  t h ~ m .  In s e v e r a l  c a se s  t h e  

loans  a r e  i n  kind ( i n p u t s )  and t h e  f i r m s  u s u a l l y  provide  tech-  

n i c a l  a s s i s t a n c e  t o  t h e i r  s u p p l i e r s ,  t oo .  

Other p a r t i c i p a n t s  i n  t h e  Honduran r u r a l  c r e d i t  markets 

a r e  s e v e r a l  types  of coope ra t i ve s ,  u s u a l l y  grouped i n  f ede ra -  

t i o n s ,  such a s  FACACH, FECOHCAL, ANACH and o t h e r ,  Another 

i n s t i t u t i o n  in t h i s  c l a s s  j s FUNHDESA, Although t h e s e  coope ra t i ve s  

c la im t o  have thousands of members, m o s t  of them a r e  i n a c t i v e .  

The commercial firms supplying f e r t i l i z e r  and o t h e r  in-  

pu t s  a l s o  provide c r e d i t  t o  t h e i r  customers.  They a l s o  recom- 

Reynaldo Santos and Victor  Alonso. "Informe sob re  e l  c r e d i t 0  
a g r i c o l a  en Honduras". Comoilzcion de 10s Es tud ios  Basicos 
d e l  Diaanostioo d e l  Scc t c r  Acric*. I a N ,  CSPE, and AID. 1978.  



mend t h e i r  c l i e n t s  wi th  t h e  banks and o the r  c r e d i t  i n s t i t u t i o n s .  

The i r  own c r e d i t  is u s u a l l y  ve ry  s h o r t  term (180 d a y s ) ,  while 

i n t e r e s t  is charged a f t e r  30 days. F i n a l l y ,  t h e r e  a r e  a l l  

kinds  of i n t e rmed ia r i e s  i n  t h e  r u r a l  a r e a s  p rov id ing  c r e d i t  : 

t r u c k e r s ,  s t o r a g e  houses,  merchants,  as wel l  as t h e  l o c a l  

moneylenders, known as "covotes" ,  Fr iends  and r e l a t i v e s  are 

always a  source  of l o a n s ,  t o o .  

Thege o t h e r  sources  of c r e d i t  Ere very  in formal ,  bu t  

u s u a l l y  t hey  a r e  very  e f f e c t i v e  i n  s e r v i n g  t h e  immediate needs 

of t h e  Honduran farmers.  No one has  s t u d i e d  t h e  c o s t s ,  r i s k s ,  

and procedures  involved,  as w e l l  as t h e  r e l a t i v e  magnitude o f  

t h e  r e sou rces  mobil ized.  The survey conducted by t h e  Ohio 

S t a t e  Univers i ty  team a t t e m p t s ,  among o the r  t h i n g s ,  t o  ga in  

some unders tanding about t h e s e  informal sources  of c r e d i t .  

The r e s u l t s  obta ined a r e  r e p o r t e d  i n  ano ther  c h a p t e r ,  below. 

The r e l a t i v e  imwr tance  of t h e  commercial banks. 

The banking system of Honduras has  been o f f i c i a l l y  

d iv ided  i n t o  t h r e e  groups of i n s t i t u t i o n s :  t h e  p r i v a t e  

commercial banks,  t he  p u b l i c  development banks,  and t h e  

s p e c i a l i z e d  sav ings  i n s t i t u t i o n s ,  Because t h e i r  r e l a t i v e  

importance wi th  r e spec t  t o  t h e  a g r i c u l t u r a l  s e c t o r  is minimal, 

The conso l ida ted  and d i saggrega ted  accounts o f  t h e  banking 
system, according t o  t h i s  c l a s s i f i c a t i o n ,  a r e  publ ished 
i n  t h e  Bolet in  E s t a d i s t i c o  Mensual of t he  Cen t r a l  Bank. 



t h e  specia  . l i z ed  sav ings  i n s t i t u t i o n s  a r e  n o t  exp l  i c  i t l y  

considered i n  t h i s  chap te r .  De ta i l ed  s t a t i s t i c s  about t h e  

o ~ e r a t i o n s  o f  t h e  banking system, as a whole, and of t h e  

p r i v a t e  commercial banks and p u b l i c  development banks, a r e  

p resen ted  i n  t he  S t a t i s t i c a l  Annex, f o r  t h e  pe r iod  1960- 

1980. The t e x t u a l  d i s cus s ion  w i l l  summarize t h e  major t r e n d s  

and t h e  s t r u c t u r a l  c h a r a c t e r i s t i c s  of t h e  banking system, 

as r e f l e c t e d  i n  such d a t a .  

A s  a l r eady  i n d i c a t e d ,  t he  16 p r i v a t e  commercial banks 

dominate t h e  banking system of Honduras. The i r  gredominant 

r o l e  i s  r e f l e c t e d  both i n  terms of t h e i r  r e l a t i v e  importance 

:vith r e s p e c t  t o  t h e  t o t a l  p o r t f o l i o  of ou t s tand ing  loans  ( t h e  

s tock  o f  c r e d i t )  and with r e s p e c t  t o  t h e  annual  amounts of 

c r e d i t  granted ( t h e  f low of c r e d i t ) .  From t h e  p o i n t  of view 

of t h e  p o r t f o l i o  of l oans  ou ts tand ing  a t  t h e  end o f  each y e a r ,  

t h e  r e l a t i v e  importance of t h e  commercial banks, wi th  r e s p e c t  

t o  t h e  banking system, increased  from 60 p e r c e n t ,  around 1960, 

t o  75 p e r c e n t ,  i n  1977. During t h e  l a s t  t h r e e  y e a r s  (1978- 

1 9 8 0 ) ~  however, t he  r e l a t i v e  importance of t h e  commercial 

banks, i n  t h i s  r e s p e c t ,  has  been d e c l i n i n g ,  mostly a s  a con- 

sequence of t h e i r  more l i m i t e d  access  t o  Cen t r a l  Bank funds  

s i n c e  1978. By 1980, t h e  p o r t f o l i o  of ou t s tand ing  l o a n s  of 

t h e  commercial banks represen ted  only 66 pe rcen t  of t h e  t o t a l  

p o r t f o l i o  of t h e  banking system. 



TABLE 1 

HONDURAS: Banking Svstern: Loans ou t s t and ing  a t  t h e  end of 
each yea r .  Re l a t i ve  hnportance o f  t h e  commercial 
banks,  t h e  development banks and t h e  s p e c i a l i z e d  
sav ings  i n s t i t u t i o n s .  ( p e r c e n t a g e s ) .  1960-1980. 

Year Commercial Development Savings 
banks banks i n s t i t u t i o n s  

1 1 Source: Annex, Tables  17 ,  18 ,  19 and 20.- 

The r e l a t i v e  importance of t h e  development banks,  on 

t h e  o ther  hand, reached a peak i n  1965, when t h e i r  por t fo l - io  

r ep re sen t ed  almost 26 pe rcen t  of t h e  t o t a l  p o r t f o l i o  of t h e  

banking system, and t h e n  slowly dec l ined ,  t o  20 p e r c e n t ,  

around 1975. This  importance,  however, inc reased  a g a i n  dur ing  

t h e  more r e c e n t  y e a r s ,  r each ing  almost  25 percen-t i n  1980. 

F i n a l l y ,  t h e  p o r t f o l i o  of t h e  s p e c i a l i z e d  savings i n s t i t u t i o n s  

r ep re sen t ed  17 pe rcen t  of t h e  t o t a l  p o r t f o l i o  of t h e  banking 

system i n  1960, but  t h i s  r e l a t i v e  importance dec l ined  t o  only 

3.4 percen t  in  1976. The p ropor t i on  of t h e  t o t a l  po r t foT io  of 

t h e  banking system r ep re sen t ed  by t h e s e  i n s t i t u t i o n s ,  however, 

increased aga in ,  t o  r e p r e s e n t  9 p e r c e n t ,  i n  1980. 

y ~ l l  Annex Tables f o r  Chap te r s  I - I V  a r e  inc luded  a t  t h e  
end o f  Chapter  I V .  



TABLE 2 

HONDURAS: Banking System: New l o a n s  g ran ted  dur ing  t h e  y e a r .  
. Rela t i ve  importance o f  t h e  commercial banks,  t h e  

development banks,  and t h e  s p e c i a l i z e d  s a v i n g s  i n s -  
t i t u t i o n s ,  (Pe rcen t ages ) .  1960-1980. 

Year Commercial 
banks 

77 .6  

Development 
banks 

16 .9  
2 1 . 2  

10.4  

9 .2  
8 .0  

14.0  
11.0 
14 7 
16.6  

Savings 
I n s t i t u t i o n s  

Sourcz: Annex, Tables 17 ,  18,  19 and 20.  

During t h e  l a s t  t w o  decades ,  except  f o r  a couple  of y e a r s ,  

t h e  commercial banks have gran ted  over  75  p e r c e n t  of  t h e  new 

amounts. of c r e d i t  d isbursed by t h e  Honduran Banking System each 

yea r .  In  e f f e c t ,  from t h e  p o i n t  of view of t h e  arinual flows of 

new l o a n s ,  t h e  r e l a t i v e  importance of t h e  commercial banks 

dec1.ined from almost 78 p e r c e n t ,  i n  1960, t o  j u s t  over  70 

p e r c e n t ,  i n  1965. This r e l a t i v e  imporrance i n c r e a s e d ,  however, 

t o  reach  a peak of 86 .9  pe rcen t  i n  1978. Only dur ing  1980 d i d  

t h i s  p r o p o r t i o n  dec l ine  below l e v e l s  a l r e a d y  reached i n  1974, 

t o  r e p r e s e n t  almost  79 p e r c e n t .  

F'rom t h e  p o i n t  of view of t h e  f lows of new c r e d i t ,  t h e  

r e l a t i v e  importance of t h e  development banks had reached a 

peak o f  2 1 . 2  percen t  i n  1965. Never the less ,  t h i s  p r o p o r t i o n  



had dec l ined  s t e a d i l y ,  t o  r e p r e s e n t  only  8 pe rcen t  i n  1976, 

This r e f l e c t e d ,  t o  a l a r g e  e x t e n t ,  t h e  f i n a n c i a l  d i f f i c u l t i e s  

of BANAFON, t h e n  t h e  most import-ant development bank. The 

r e l a t i v e  importance of t h e  development banks,  wi th  r e s p e c t  

t o  t h e  new l o a n s  granted by t h e  Honduran Banking System, 

has increased  dur ing  t he  las t  t h r e e  y e a r s  and reached almost  

17 pe rcen t  of t h e  t o t a l  i n  1980. &om t h e  p o i n t  of  view o f  

t h e s e  f lows of new c r e d i t ,  t h e  s p e c i a l i z e d  sav ings  i n s t i t u -  

t i o n s  have played a minor r o l e , ( T h e  r e l a t i v e  importance of 

t h e s e  i n s t i t u t i o n s  i n  terms of t h e  s t o c k s  of c r e d i t  is l z r g e r  

t h a n  i n  ' terms of t h e  f l o w s ,  i n  view of t h e  l onge r  terms of 

t h e  l o a n s  t h a t  t hey  g r a n t ) .  

2.04 The growth of t h e  bankine svstem 

The important  r o l e  of t h e  banking system (monetary 

l i a b i l i t i e s  and a s s e t s )  a s  an  in te rmedia ry  between s a v e r s  

and i n v e s t o r s  h a s  a l ready  been emphasized. The r a t i o  of t h e  

l i a b i l i t i e s  of t h e  banking system, r ep re sen t ed  by M2 (money 

i n  t h e  form of currency and demand d e p o s i t s ,  and q u a s i  money 

i n  t h e  form of t ime and savings  d e p o s i t s ) ,  wi th  r e s p e c t  t o  

t h e  Gross Domestic Product (GDP), is a rough s t a t i s t i c a l  

measure of t h e  flow of l oanab le  funds  throcgh t h e  banking 

system. Not only  is t h i s  r a t i o  i n d i c a t i v e  o f  t h e  s i z e  of 

t h e  banking system, which can r e i n v e s t ,  i n  p o t e n t i a l l y  new 

d i r e c t i o n s ,  funds f r o m  t h e  o ld  l o a n s  t h a t  have matured,  bu t  



TABLE 3 

CENTRAL AMERICA: Rat io  of t h e  s tock  of  money (Me) t o  Gross 
Domestic Product .  1960-1979. 

1960 1961 1970 1975 1978 3979 

Guatemala 13 e 7  15 a 8 18#9 23.1 24.3 22.8 

E l  Salvador 19.4 22.2 23 1'7 30.2 30 * 5 29. 0 

Nicaragua n . a .  17.3 15.4 23.8 27 -7 n , a .  
Costa Rica 18.8 18.7 21.0 29.6 16.4 38.2 

Honduras 13.0 16.2 23.0 26.8 32.8 i'.n A 

Source: Computed from d a t a  i n  Consejo Monetario Centroamerica- 
no, Bolet In  E s t a d i s t i c o ,  s e v e r a l  yea r s .  

i nc rea se s  i n  t h i s  r a t i o  p r o v d e  a good Ind ica t io r l  of t h e  r e a l  

a d d i t i o n s  t o  t h e  ongoing loanab le  funds  capac i ty  of  t h e  bank- 

ing system, 

Table 3 p r e s e n t s  t h e  r a t i o  of M2 t o  GDP f o r  t h e  f i v e  

Centra l  American c o u n t r i e s .  These r a t i o s  compare wel l  wi th  

those  of o t h e r  La t in  American c o u n t r i e s *  Towards 1977, t h e  

r a t i o  o f  M2 t o  GDP averaged less  t han  20 p6rcen t  f o r  t h e  L a t i n  

American coun t r i e s  and about 25 p e r c e n t  f o r  t h e  Asian and 

Middle Eas t e rn  ones ,  011 t h e  o t h e r  hand, f o r  t h e  i n d u s t r i a l i z e d  

c o u n t r i e s  t h i s  r a t i o  represen ted  a t  l e a s t  60 p e r c e n t .  That i s ,  

i n  comparison w i t h  more advanced c o u n t r i e s ,  t h e  flow of  l o a n a b l e  

funds through t h e  banking systems of t h e s e  c o u n t r i e s  i s  q u i t e  

l i m i t e d ,  The r e l a t i v e l y  b e t t e r  performance of t h e  Cent ra l  
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American c o u n t r i e s ,  on t h e  o t h e r  hand, is a consequence of 

t h e i r  r e l a t i v e l y  conserva.tive monetary p o l i c i e s  and,  p a r t  i cu-  

l a r l y ,  of t h e i r  ve ry  low r a t e s  of i n f l a t i o n .  The lower  r a t i o s  

observed i n  1979, i n  comparison wi th  1978, show, i n  e f f e c t ,  t h e  

consequence:. of a c c e l e r a t e d  i n f l a t i c n  i n  a l l  of 'the Cent ra l  

American coun t r i e s  . This  tendency was accen tua ted  dur ing  

1980, a yea r  not  shown in  t h i s  Table. 

Within Cent ra l  America, Honduras shows a b e t t e r  t h a n  

average performance. S t a r t i n g  from a r e l a t i v e l y  low l e v e l  of 

monet izat ion ( a  r a t i o  of 13.0  i n  1 9 6 0 ) ~  t h e  banking system of 

Honduras has  grown s i g n i f i c a n t l y  dur ing  t h e  p a s t  two decades 

and t h e  r a t i o  of M2 t o  GDP reached 38.2 pe rcen t  i n  1 9 7 8  This  

count ry ,  however, has  exper ienced f i n a n c i a l  d i f f i c u l t i e s  similar 

t o  those  experienced i n  t h e  r e s t  of Cent ra l  America dur ing  t h e  

l a s t  couple of yea r s .  A s  a consequence, t h e  f low of r e sou rces  

channelled through t h e  banking system has  not  grown as r a p i d l y  

as i n  t h e  p a s t  2nd t h e  r a t i o  of M2 t o  GDP has  s t a r t e d  t o  

d e c l i n e .  

I n  e f f e c t ,  t h e  s t o c k  of l oans  of  t h e  Banking System, 

ou ts tand ing  a t  t h e  end of each year ,grew very r a p i d l y  through 

t h e  1970s, p a r t i c u l a r l y  du r ing  1975-77, when t h e s e  magnitudes 

a r e  measured i n  r e a l  t e rms  ( t h a t  i s ,  i n  cons t an t  Lempiras of 

1966. The r e a l  value o f  t h i s  s t o c k  of ou t s t and ing  l o a n s ,  

howe. ? ha s  dec l ined  dur ing  t h e  l as t  two y e a r s  ( 1 9 7 9 - 8 0 ) ~  



HONDURAS i 

Year 

197 1 

197 2  
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 

Banking System: Loans ou t s t and ing  a t  t h e  end of 
each y e a r ,  i n  r e a l  t e lms .  Values i n  m i l l i o n s  of  
cons tan t  Lempiras of 1966. Annual r e a l  r a t e s  of  
growth i n  percen tages .  

Banking System Commercial Banks Develo~ment Banks 
Value % Value % Value A 

Source: Annex, Tables 21 through 26. 

A s  a  r e s u l t  of t h i s  d e c l i n e  i n  t h e  r e a l  va lu s  of t h e  

p o r t f o l i o  of ou t s tand ing  loans  o f ' t h e  Banking System, t h e  

volume of c r e d i t  ou t s tand ing  a t  t h e  end of 1980 ( e q u i v a l e n t  t o  1.8 

t imes  i ts  va lue  i n  1971 ) was s l i g h t l y  lower  t h a n  t h e  volume 

ou ts tand ing  a t  t he  end of 1977, and only  92 percen t  of t h e  

volume ou ts tand ing  i n  1978, 

The d e c l i n e  i n  t h e  r e a l  va lue  of t h e  ou t s t and ing  p o r t -  

f o l i o  h a s  been even more pronounced i n  t h e  case  of t h e  commer- 

c i a l  banks. The volume of ou t s t and ing  commercial bank c r e d i t ,  a t  t h e  

end of 1980 , represen ted  only  8 3  pe rcen t  of t h e  volume ou t s -  

t and ing  a t  t h e  end of 1978 and was l e s s  t h a n  t h e  volume a l r e a d y  

reached i n  3.975. 

+ 



TABLE 5 

HONDURAS: Banking Svstem: New l o a n s  g ran t ed  dur ing  t h e  y e a r ,  
i n  r e a l  t e r m ,  Values i n  m i l l i o n s  of cons t an t  Lem- 
p i r a s  of 1966. Annual r e a l  r a t e s  of  growth i n  p e r -  
cen tages .  

Year Banking Svstem 
Value % 

1971 , 378.6 - 2.8 
1972 421.9 11.4 
1973 475.7 12.8 
1974 448.5 - 5 . 7  
1975 48'3.6 7 * s  
1976 619.2 , 28.0 
1977 742.9,  20.0 

1978 779.0 4.9 
1979 787 * 7 1.1 

1 9 ~  585.7 -25.6 

Commercial Banks 

Value L 
315.9 - 115 
366.4 16. o 
345 5 - 5.7 
386.2 11.8 
4 1 9 4  8.7 
537 * 0 27 19 
623.0 16.0 
676 * 9 8 . 6  
648.4 - 4.82 
461.4 -28.8 

Cevelopment Banks 
Value -- % 

37.2 - 8.6 
43.6 17 * 3  
46.6 6.8 
45.3 - 2.8 
44.7 - 1.2  

49.7 ' 11.2 
104.4 109,8 
8 5 3  -18.2 

11517 35 0 6 
97 * 2 -16.0 

- -- -- - - - - -- - - - - - - - - 

Source : Annex, Tables 27 through 38. 

In  e f f e c t ,  whi le  t h e  t o t a l  ou t s t and ing  p o r t f o l i o  of t h e  

commercial banks amoun%ed t o  406.7 m i l l i o n  Lempiras i n  1975 

( e q u i v i l e n t  t o  1.7 t imes  its va lue  i n  1971 , it amounted t o  
\ 

only 377.2 m i l l i o n  Lempiras i n  1980. This  s i g n i f i c a n t  d e c l i n e  

i n  t h e  r e a l  value  of t h e  p o r t f o l i o  of t h e  commercial banks is 

due t o  t h e  impact of a c c e l e r a t i n g  i n f l a t i o n ,  which reached 

over  18 percen t  p e r  annum i n  1980. Credit f i g u r e s  were d e f l a t e d  

by t h e  gene ra l  consumer p r i c e  index,  which t ends  t o  underes t imate  

t h e  a c t u a l  r a t e  of i n f l a - t i o n ,  because of a n  obso l e t e  basket  i s  
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employed, Actua l ly ,  i f  t h e  r a t e  of i n f l a t i o n  nas  been h igher  

t h a n  t h a t  measured by t h e  r a t e  of change of t h i s  index,  as 

most expe r t s  a g r e e ,  t h e  e f f e c t i v e  d e c l i n e  i n  t h e  r e a l  va lue  

o f  t h e  s tock  o f  l o a n s  ou ts tand ing  has  been more pronounced 

t h a n  t h e  dec l ine  es t imated  by de f l ax ing  t h e  nominal f i g u r e s  

by t h e  consumer p r i c e  index . 
I n  a d d i t i o n  t o  i n f l a t i o n ,  t h e  p o r t f o l i o  o f  t h e  commercial 

banks, measured i n  p e a l  -terms, ha s  dec l ined  as a consequence 

of a dec l ine  i n  ' t h e  r a t e  O F  growth of  d e p o s i t s ,  i n  r e a l  t e rms ,  

induced i n  p a r t  by c a p i t a l  f l i g h t .  Th is  r e a l  value  has  a l s o  

diminished as a  r e s u l t  of a more l i m i t e d  access  of t h e  com- 

merc ia l  banks t o  Cent ra l  Bank funds ,  p a r t i c u l a r l y  because t h e  

share  of domestic c r e d i t  going t o  t h e  p u b l i c  s e c t o r  ha s  grown 

much nore  r a p i d l y  t han  t h e  amounts o f  Cen t r a l  Eank c r e d i t  

a v a i l a b l e  t o  t h e  p r i v a t e  commercial banks, as expla ined ,  

The a v a i l a b i l i t y  of Cen t r a l  Bank funds and o f  e x t e r n a l  

resources  f o r  t h e  development banks has  diminished much l e s s  

d r a s t i c a l l y  and, whi le  t h e  r a t e  of growth of t h e  p o r t f o l i o  

of ou t s tand ing  1~ qs of t h e s e  banks has  been lower t han  i n  

t h e  p a s t ,  t h e  a c t u a l  dec l i ne  took  p l a c e  only dur ing  1979 and 

has been much l e s s  pronounced. 

The r educ t ion  i n  t h e  a v a i l a b i l i t y  of  l oanab le  funds 

is more severe  when one looks  a.'i the? annual  f lows of new l o a n s  

g ran ted .  A s  i nd i ca t ed  i n  Tablo 5 ,  t h e  r e a l  va lue  o f  t h i s  f low 

dec l ined  by 25.6 percen t  dur ing  1980.  A s  a r e s u l t ,  t h i s  



f lcw of new c r e d i t  from t h e  Banking System r e p r e s e n t e d ,  i n  

1980, only 75  pe rcen t  of t h e  amounts g ran ted  i n  1978. The 

t o t a l  amount o f  new l o a n s ,  i n  constarl.L Lempiras of  1966, 

reached 585.7 m i l l i o n s  i n  1980, l e s s  t h a n  t h e  619.2 m i l l i o n s  

a l r eady  reached i n  1976. 

The d e c l i n e  i n  t h e  r e a l  va lue  of  t h e  f low o f ' new loans  

i s  more acu t e  i n  t h e  p a r t i c u l a r  case  of  t h e  commercial banks. 

This  flow dec l ined  by 28.8 pe rcen t  dur ing  1980 and t h e  amount 

loaned out t h i s  yea r  r ep re sen t ed  only  68.2 p e r c e n t  of t h e  

amount loaned out  i n  1978. I n  f a c t ,  t h i s  f low amounted i n  1980 

461.4 m i l l i o n s  c o n s t m t L e m p i r a s  of 1966, whi le  i n  1976 it had 

a l r ezdy  amounted t o  537.0 m i l l i o n s .  

The r e a l  va lue  o f . t h e  annual f low of nel,v c r e d i t  also 

dec l ined  i n  t h e  case  of t h e  de-felopment banks.  This  f low 

diminished by 16 pe rcen t  dur ing  19bO, reach ing  a lower l e v e l  

t h a n  i n  1977. In  t h i s  c a s e ,  however, t h e  d e c l i n e  has  been l e s s  

pronounced t h a n  i n  t h e  case  of t h e  commercial banks.  This  has  

r e s u l t e d  from b e t t e r  access  t o  p u b l i c  funds ,  p a r t i c u l a r l y  i n  

t h e  case  of C O N A D I ,  

I n  summary, both i n  terms of flows and of s t o c k s ,  t h e  

amounts of c r e d i t  g ran ted  by t h e  Honduran Banking System had 

increased  s a t i s f a c t o r i l y  up t o  1977. Measured i n  r e a l  t e rms ,  

' however, t h i s  growth was reduced and a c t u a l  r e d u c t i o n s  have 

been experienced s i n c e  1978, l e ad ing  t o  a more l i m i t e d  capa- 

c i t y  of t h e  Banking System t o  s e rve  t h e  coun t ry ' s  p roduc t ive  

a c t i v i t i e s .  



TABLE 6 

Cent ra l  America: Ratio of Gross Domestic C r e d i t  of t h e  Banking 
System t o  Gross Domestic Product .  1960-1980. 

Guatemala 13.3 16.2 16.9  l g e O  20.6 19.6 
E l  Salvador 27 05 25.6 28.5 36 .1  34.4 36.8 
Nicaragua n .a .  24.6 29.8 11.74'  53.2 n . a .  

Costa Rica 31.3 32.3 32.4  37.4 41.8 48.1 

Honduras 11 # 8  1 6 ~ 6  2 9 * 9  4.1~3 44.3 44.0 

Source : Computed from d a t a  i n  Conse jo Monetario Centroamericano, 
Bole t in  E s t a d i s t i c o ,  s e v e r a l  y e a r s .  See Annex, Table 

A s  a l r eady  i n d i c a t e d  and as f u r t h e r  shown by t h e  ratios 

of t h e  t o t a l  amounts of domestic c r e d i t  t o  Gross Domestic Product ,  

p resen ted  i n  Table 6 ,  t h i s  f i n a n c i a l  development of Honduras 

compares s a t i s f a c t o r i l y  wi th  t h a t  of t h e  o t h e r  Cent ra l  American 

coun t r i e s .  Never the less ,  dur ing  t h e  las t  few y e a r s ,  a l a r g e r  

p ropor t ion  of t h e  volumes of  f i n a n c i a l  r e sou rces  mobi l ized has  I ! 

been captured by t h e  p u b l i c  s e c t o r .  I n  e f f e c t ,  t h e  share  of t h e  

pub l i c  s e c t o r  i n  t h e  combined p o r t f o l i o s  of t h e  Cen t r a l  Bank and 
I 

t h e  commercial banks increased  from 12.9 p e r c e n t ,  i n  1977, t o  

28.2 p e r c e n t ,  i n  1980. This  has  been one of t h e  main r ea sons  behind 

the dec l ine  i n  t h e  a v a i l a b i l i t y  of c r e d i t  f o r  t h e  p roduc t ive  

s ec to r$  i n  t h e  hands of ~ r i v a t e  f i r m s .  
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AGRICULTURAL CREDIT I N  HONDURAS 

3.01 The growth of a g r i c u l t u r a l  c r e d i t  i n  r e a l  t e rms .  

De ta i l ed  informat ion about  t h e  amounts of a g r i c u l t u r a l  

c r e d i t  g r an t ed  by t h e  Honduran b a k i n g  system i s  p re sen t ed  i n  

t he  S t a t i s t i c a l  Annex, f o r  t h e  pe r iod  1960-1980. This  chap te r  

a t tempts  t o  summarize t h e  weal th  of in format ion  con ta ined  i n  

t h a t  Annex, i n  o rder  t o  c h a r a c t e r i z e  t he  g e n e r a l  e v o l u t i o n  

of agr icu l tu . ra1  c r e d i t  i n  Honduras. 

The amounts of a g r i c u l t u r a l  c r e d i t  g r an t ed  can  be 

measured as a s t o c k ,  a t  a g iven  moment i n  t ime ,  ( i . e . ,  as t h e  

loans  ou ts tand ing  a t  t h e  end of each y e a r ) ,  o r  as a f low dur ing  

a given pe r iod  of t ime ,  ( i . e . ,  a s  t h e  new l o a n s  g ran t ed  dur ing  

t h e  ye,?). These amounts can a l s o  be measured i n  nominal 

terms,  ( i . e . ,  i n  c u r r e n t  ~ e m ~ i r a s ) ,  o r  i n  r e a l  t e rms ,  ( i . e . ,  

i n  Lempiras of cons t an t  purchasing power, a t  p r i c e s  o f  1966).  

F i n a l l y ,  t h e  f i g u r e s  p resen ted  here  c o r r e s p o ~ d  t o  t h e  banki~ig: 

system, which inc ludes  t h e  p r i v a t e  commercial banks,  t h e  p u b l i c  

development banks,  and the  s p e c i a l i z e d  s av ings  i n s t i t u t i o n s .  

These sav ings  i n s t i t u t i o n s  have been ignored i n  t h i s  c h a p t e r ,  

due t o  t h e i r  minor r e l a t i v e  importance.  For t h i s  r ea son ,  t he  

f i g u r e s  f o r  t h e  comn~ercial and development banks do no t  add up 

t o  t h e  t o t a l  f i g u r e s  f o r  t h e  banking system. 



Table I .  Hondurzs: Average annual  r a t e s  of growth of a g r i c u l t u r a l  
c r e d i t  of t h e  banking system, i n  r e a l  terms.  1960-1980, 
(Percen tages )  

1960-1970 1970-1980 1970-1975 1975-1980 
Loans out- 
s t and ing  r 

Banking 
system - 

Cornrnerc ia.1 
banks - 

Development 
banks - 

New loans :  

Banking 
system 24.42 1.31 - 0.10 2 -74  

Cornmerc i a l  
 bank,^ 33.29 1.08 - 2.29 4.58 

Development 
banks 13.48 3.37 7.03 - 0.17 

Source: S t a t i s t i c a l  Annex, Tables  33 through 50. 

The value  of t h e  a g r i c u l t u r a l  l o a n s  of t h e  banking system, 

ou ts tand ing  a t  t h e  end of t h e  y e a r ,  i nc rea sed  from 9 6 * 9  m i l l i o n s  - 

of cons t an t  Lempiras of 1966, f o r  1970, t o  156.3 i n i l l i o n s ,  f o r  - - 
1980. This  r e p r e s e n t s  an average annual  r a t e  of growth of 4.9 

percen t  f o r  t h e  decade, which compares favorab ly  wi th  t h e  r a t e  !! 
- B 

of 1 , g  p e r c e n t  p e r  annum, averaged by t h e  r e a l  a g r i c u l t u r a l  out-  

pu t  dur ing  t h e  same pe r iod .  This  average r a t e  of growth was 

h igher  f o r  t h e  f i r s t  h a l f  t han  f o r  t h e  second h a l f  of t h i s  

decade, a s  r e f l e c t e d  i n  Table 1. 



Actua l ly ,  t h e  va lue  of t h e  a g r i c u l t u r a l  loans  of t h e  

banking system, ou t s t and ing  a t  t h e  end of t h e  y e a r ,  increased 

each year  between 1970 and 1978, .  t o  reach  1711.2 m i l l i o n s  of 

cons t an t  Lempiras of 1966. Afterwards,  however, t h i s  r e a l  

va lue  dec l ined  by 6 . 3  p e r c e n t ,  dur ing  1979, and by 4 . 2  per -  

c e n t ,  dur ing 1980. A s  a r e s u l t ,  t h e  1980 l e v e l  was only 89a7 

pe rcen t  of t he  1978 l e v e l a  

In  r e a l  terms,  t h e  value  of t h e  a g r i c u l t u r a l  l o a n s  of 

t h e  p r i v a t e  commercial banks, ou t s t and ing  a t  t h e  end o f  t he  

y e a ,  inc reased  at an  average r a t e  of 7 .4  pe rcen t  pe r  annum, 

which i s  s i g n i f i c a n t l y  h igher  t han  t h e  r a t e  o f  4 . 9  pe rcen t  p e r  

annum, a s s o c i a t e d  wi th  a l l  t h e  banking system, f o r  t h e  1970 ' s .  

That is, these  l oans  increased  from 41.6 m i l l i o n s  of cons t an t  

Lempiras of 1966, f o r  1970, t o  94.9 m i l l i o n ,  f o r  1978, and 

then  dec l ined  t o  85.2 mill-ion, i n  1980. This  impl ies  nega t ive  

r a t e s  of growth of 5.1 and 5.4 p e r c e n t ,  r e s p e c t i v e l y ,  f o r  t h e  

two l a s t  yea r s  of t h e  decade. 

I n  r e a l  terms,  t h e  value  of t h e  a g r i c u l t u r a l  Loans of 

t h e  publ ic  development banks, ou t s tand ing  a t  t h e  end of t h e  

y e a r ,  inc reased  a t  an average annual  r a t e  of only 3.8 p e r c e n t ,  

between 1970 and 1980. However, t h e  average annual  r a t e  of 

growth of t h e s e  ou ts tand ing  loans  was 8.8 pe rcen t  f o r  t h e  

f i r s t  h a l f  of t he  decade,  and a  nega t ive  1 . 0  p e r c e n t ,  f o r  

t h e  second h a l f .  



I n  ef ' fect ,  t h e  va lue  of t h e  a g r i c u l t u r a l  l oans  outs-  

t and ing  a t  t h e  end of t h e  year  i nc rea sed ,  f o r  t h e  develop- 

ment banks, from 49.0 m i l l i o n s  of cons t an t  Lempiras o f  1966, 

f d r  1970, t o  78.9 m i l l i o n s ,  i n  1976. This  r e a l  va lue  dec l ined  

i n  1977 and then  reached 79.3 m i l l i o n s  of cons t an t  Lempiras i n  

1978, t o  dec l ine  t o  71 -1 m i l l i o n s ,  i n  1980. This  impl ies  

nega t ive  annual  r a t e s  of growth of 7.7 and 2.8 p e r c e n t ,  

r e s p e c t i v e l y ,  f o r  t h e  las t  two y e a r s  of t h e  decade. 

While tl-s loans  ou ts tand ing  a t  t h e  end of t h e  yea r  have 

been d e f l a t e d  by t h e  December value  of t h e  gene ra l  consumer ' 

p r i c e  index, t h e  f low o f  new l o a n s  g ran t ed  dur ing t h e  year  

must be d e f l a t e d ,  f o r  cons i s tency ,  by t h e  annual  average of 

t h e  index,  The r e a l  va lues  of t h e s e  new l o a n s  show much l e s s  

r a p i d  growth than  t h e  s tocks  of ou t s t and ing  l o a n s ,  dur ing 

- 

P a r t i c u l a r l y  conspicuous i s  t h e  d i f f e r e n c e  between 
- 

t h e  r e a l  r a t e s  of growth corresponding t o  t h e  1960-1970 decade, 

and those  corresponding t o  t h e  1970-1980 decade,  as shown i n  

Table 1. In e f f e c t ,  t h e  f low of new loans  g ran ted  by t h e  

banking 

r a t e  of 

average 

decade. 

system t o  t h e  a g r i c u l t u r a l  s e c t o r  grew a t  an average annual  

24.4 p e r c e n t ,  dur ing  t h e  f i r s t  decade,  and a t  an 

annual r a t e  of only 1.3 p e r c e n t ,  dur ing  t h e  second 

Moreover, between 1970 and 1975, t h i s  r e a l  valuv 

dec l ined  a t  .zn average r a t e  of 0 .1  p e r c e n t ,  b u t  between 1975, 

and 1980, it inc reased  a t  an average r a t e  of 2.7 pe rcen t .  



ø he r e a l  va lue  

by t h e  banking symt em 

of t he  new a g r i  

increased from 

c u l t u r a l  l oans  g r  

12.0 m i l l i o n s  of 

an ted  

cons- 

t a n t  Lempiras, f o r  1960, t o  45.0 .mi l l ions  i n  1965, and t b  

106.6 m i l l i o n s ,  i n  1970. This  value  had reached t h e  l e v e l  

of 126.4 m i l l i o n s  of cons tan t  Lempiras by 1973, b u t  t hen  

dec l ined  dur ing  1974 and 1975, as a consequence of t h e  reduc-  

t i o n  i n  a g r i c u l t u r a l  a c t i v i t y  caused by hu r r i cane  F i f i .  The 

r e a l  va lue  of t h e s e  new a g r i c u l t u r a l  l oans  reached a peak 

of 224.0 m i l l i o n s  of cons t an t  Lempiras i n  1977. This  va lue  

dec l ined ,  however, by 16.1 p e r c e n t ,  dur ing  1978, and by 37.7 

pe rcen t ,  dur ing  1980, t o  reach  t h e  l e v e l  of 121.4 m i l l i o n s  of 

cons tan t  Lempiras. Th is  l e v e l  corresponds  t o  only 54.2 per-  

cen t  of t h e  l e v e l  a l r eady  reached i n  1977. 

While dur ing  t h e  1 9 6 o f s ,  t h e  r e a l  value  of t h e  new 

a g r i c u l t u r a l  l oans  granted by t h e  commercial banks increased  

at an average annual  r a t e  of 33.3 p e r c e n t ,  dur ing  t h e  decade 

of t he  1970 's  it increased  a t  an  average annual  r a t e  of only  

1.1 p e r c e n t ,  a s  shown i n  Table 1 . T h a t  is, t h i s  r e a l  va lue  

increased from 4.2 m i l l i o n s  of cons t an t  Lempiras, i n  1960, 

t o  16.6 m i l l i o n s ,  i n  1965, and t o  7 4 * 6  m i l l i o n s ,  i n  1970. 

After  reach ing  t h e  l e v e l  of 8 8 , 4  m i l l i o n s  of c o n s t a n t  Lempiras, 

in 1972, t h i s  r e a l  va lue  dec l ined  f o r  t h r e e  consecu t ive  y e a r s ,  

down t o  66.4 m i l l i o n s .  It r a p i d l y  increased  a f t e rwards ,  t o  

reach  a peak of 160.9 m i l l i o n s  of c o n s t a n t  Lempiras, i n  1977. 



The r e a l  va lue  of t he  new a g r i c u l t u r a l  l oans  g r m t e d  

by t h e  commercial banks each year  dec l i ned  by 15.1 pe rcen t  

i n  1978, by 0.3 percen t  i n  1979, and by 39.0 p e r c e n t ,  i n  1380. 

A s  a r e s u l t ,  t h e  1980 l e v e l ,  of 83.1  m i l l i o n s  of c o n s t a n t  Lem- 

p i r a s ,  was on ly  51.6 percen t  of t h e  va lue  a l r e a d y  reached i n  

1977, and l e s s  t han  t h e  88.4 m i l l i o n s  a l r eady  reached i n  1972. 

While dur ing  t h e  1 9 6 0 ' ~ ~  t h e  r e a l  va lue  of t h e  new 

a g r i c u l t u r a l  l oans  g ran ted  by t h e  p u b l i c  development banks 

increased a t  an  average annual r a t e  of 13.5 p e r c e n t ,  dur ing  

t h e  1970's  t h i s  va lue  increased  at a n  average annual  r a t e  of 

3 .4  percen t .  The d i f f e r ence  be$ween t h e  two decades ,  t h e r e f o r e ,  

is l e s s  pronounced than  i n  t he  c a s e  of t h e  p r i v a t e  commercial 

banks. On t h e  o t h e r  hand, con t r a ry  t o  what hap2ened i n  t h e  

case  of t h e  commercial banks, t h e  r e a l  va lue  of t h e  new 

a g r i c u l t u r a l  l oans  g ran ted  by t h t  development banks i nc rea sed ,  

a t  an average annual  r a t e  of 7 .0  p e r c e n t ,  dur ing  t h e  f i r s t  

h a l f  o f  t h e  decade of t h e  1 9 7 0 t s ,  bu t  t h e n  d e c l i n e d ,  a t  zn  

average r a t e  of 0.2 percen t  pe r  annum, dur ing  t he  second h a l f .  

The r e a l  value  of t h e  new a g r i c u l t u r a l  l oans  g ran ted  

by t h e  development banks i nc rea sed  from 7.8 m i l l i o n s  of cons- 

t a n t  Lempiras, i n  1960, t o  29.3 m i l l i o n s ,  i n  1966, and t h e n  
-- 

dec l ined ,  t o  27.6 m i l l i o n s ,  i n  1970. This  value  reached a  

peak of 63.1 m i l l i o n s  of cons t an t  Lempiras i n  1977, b u t  dec l ined  

by 19.6 pe rcen t ,  du r ing  1978, and by 34.7 p e r c e n t ,  dur ing  1980. 
- 



Table 2. Honduras: Propor t ions  of t h e  a g r i c u l t u r a l  c r e d i t  of 
$he banking system g ran t ed  by t h e  commercial and the  
development banks. 1960-1980. (Percen tages )  

Loans out-  
s t and ing  : 

1960 
1965 
1970 
1975 
1980 

New loans  s 
1960 
1965 
1970 
1975 
1980 

Commerc i a l  banks 

Agr i c u l -  
t u r e  To ta l  
41.0 64.5 
30.2 60.4 
42.9 68.4 
45 04 72.9 
54.5 66.2 

Development banks 

Agr i c u l  - 
t u r e  To ta l  

5819 18.5 
67 a o 25 - 7 
50.6 21.8 
54. 1 20.3 
45-5 24.8 

Source : S t a t i s t i c a l  Annex, Tables  13 t h r ~ u g h  20. 

3 .02 Re la t i ve  importance of t h e  commercial and development banks.  

By 1980, t h e  l a r g e s t  p ropo r t i on  of t h e  a g r i c u l t u r a l  

c r e d i t  of t h e  banking system, bo th  i n  terms of  s t o c k s  and of 

f lows,  was be ing  g ran t ed  by t h e  p r i v a t e  commercial banks. The 

p ropor t ion  of t h e  t o t a l  a g r i c u l t u r a l  c r e d i t  g r an t ed  by t he se  

banks, however, was lower than  t h e  p ropo r t i on  of t o t a l  c r e d i t  

g ran ted  by them. This  predominant p o s i t i o n  of t h e  commercial 

banks was reached dur ing  t h e  19701s, r e v e r s i n g  t h e  s i t u a t i o n  

observed dur ing  t h e  19601s,  a s  shown i n  Table 2. 



The r e l a t i v e  importance of t h e  p o r t f o l i o  of a g r i c u l t u r a l  

l oans  of $he commercial banks,  ou t s tand ing  a t  t h e  2nd o f  each 

y e a r ,  wi th  r e s p e c t  t o  t h e  p o r t f o l i o  of a g r i c u l t u r a l  loans  o f  

t h e  banking system, has  r a ~ g e d  between a minimum of 30.2 pe r -  

c e n t ,  f o r  1965, and a maximum of 55.2 p e r c e n t ,  f o r  1979. While 

t h e r e  was a tendency f o r  t h i s  r e l a t i v e  importance t o  d e c l i n e ,  . 

during t h e  f i r s t  h a l f  of t h e  196O1s, a f t e r  1968 it has  been,  

i n  general. ,  i nc rea s ing .  Since 1977, t h e  p r i v a t e  commercial 

banks have r ep re sen t ed  more t h a n  h a l f  o f  t h e  a g r i c u l t u r a l  

c r e d i t  p o r t f o l i o  of t h e  system. Moreover, t h e  growth i n  t h e  

r e l a t i v e  importance of t h e  commercial banks w i th  r e s p e c t  t o  

a g r i c u l t u r a l  c r e d i t  has  been more r a p i d  t h a n  t h e  growth of 

t h e i r  r e l a t i v e  importance wi th  r e s p e c t  t o  t o t a l  c r e d i t .  That 

i s ,  whi le  between 1965 and 1980, t h e i r  r e l a t i v e  importance wi th  

r e s p e c t  t o  t h e  p o r t f o l i o  of a g r i c u l t u r a l  l o a n s  increased  by 

24.3 percentage p o i n t s ,  t h e i r  r e l a t i v e  importance wi th  r e s -  

pec t  t o  t h e  t o t a l  p o r t f o l i o  increased  by only 5.8 percentage 

p o i n t s .  

The r e l a t i v e  importance of t h e  p o r t f o l i o  of a g r i c u l t u r a l  

l oans  o f  t h e  development banks, ou t s tznd ing  st t h e  end of each 

y e a r ,  wi th  r e s p e c t  t o  t h e  p o r t f o l i o  of a g r i c u l t u r a l  l o a n s  of 

t h e  banking system, has  ranged between a maximum of 68.9 per-  

c e n t ,  f o r  1964, and 44.8  p e r c e n t ,  f o r  2979. Only a f t e r  1977 

has  t h i s  p o r t f o l i o  r ep re sen t ed  l e s s  t h a n  h a l f  of t h e  t o t a l .  
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The p r o p o r t i o n  of t he  t o t a l  of new l o a n s  g ran t ed  by 

each of t h e  two c l a s s e s  of i n s t i t u t i o n s ,  however, seems t o  be 

a b e t t e r  measure of t h e i r  r e l a t i y e  importance.  On t h e  one hand, 

t h e  p o r t f o l i o s  of ou t s tand ing  loans  inc lude  medium and l o n g  

term l o a n s ,  g ran ted  i n  previous  p e r i o d s ,  whi le  on t h e  o t h e r  

hand, t h e s e  p o r t f o l i o s  also include de l i nquen t  l o a n s ,  t h a t  

have no t  been r e p a i d  and t h a t  have n o t  been w r i t t e n  o f f  from 

t h e  p o r t f o l i o s ,  p a r t i c u l a r l y  i n  t h e  c a s e  of t h e  p u b l i c  develop- 

me n t  banks. 

The r e l a t i v e  importance of t h e  p r i v a t e  commercial banks ,  

from t h e  p o i n t  of view of t h e  new a g r i c u l t u r a l  l o a n s  g ran ted  

dur ing each y e a r ,  ha s  shown much v a r i a b i l i t y  dur ing  t h e  p a s t  

two decades. Th is  r e l a t i v e  importance has  ranged from a  mininium 

of 35.1 p e r c e n t ,  f o r  1960, t o  a  maximum, of 76.8 p e r c e n t ,  f o r  

1976, The minimum l e v e l  reached du r ing  t h e  decade of t h e  1970 's  

was 61.4 p e r c e n t ,  f o r  1973. During t h e  second h a l f  of t h e  / 

197O1s, t h i s  r e l a t i v e  importance d e c l i n e d ,  from t h e  peak reached 

i n  1976, t o  68.4  p e r c e n t ,  i n  1980. 

loans  

The r e l a t i v e  importance o f ' t h e  f low of new a g r i c u l t u r a l  

g ran ted  by t h e  development banks,  wi th  r e s p e c t  t o  %he t o t a l  

granted by t h e  whole banking system, ranged between a ninimum of 

21.7 p e r c e n t ,  f o r  1976, and a maximum of '64.9 p e r c e n t ,  f o r  1960. 

While before  1968 t h e s e  banks r ep re sen t ed  over 45.0  pe rcen t  of 

t he  t o t a l ,  each y e a r ,  a f te rwards  t hey  have r ep re sen t ed  l c s s  t h a n  

35,0 pe rcen t  of t h e  t o t a l ,  each yea r .  



$ Table 2. Honduras r Rela t i ve  importance of a g r i c u l t u r a l  c r e d i t ,  
-Pn" 

-. 
.as a p ropor t i on  of t h e  t o t a l  c r e d i t  of t h e  banking 

- -g system. 1960-1980. (Percen tages ) .  
q 
-- 

ir 
C Banking system Commercial banks Develo~mont ban- 

-' 
4 b  Loans out-  

ti' 
~j s t and ing  r 
L 

c ' 1960 20.0 1 2  6 63.3  3 1965 31 * 5  1517 81 .9  
-:a ,,a 1970 31 - 6  19.8 73 - 4  
f 1975 31.2 19.4 83 .1  

1980 27 -4  22.6 50.2 

-L 

mg 
d Source! Tables 21 through 32 of t h e  S t a t i s t i c a l  Annex. 

Relati-,re i m ~ o r b ~ g e  of a g r i c u l t u r a l  c r e d i t .  

In g e n e r a l ,  t h e  r e l c t  i ve  importance of a g r i c u l t u r a l  

c r e d i t ,  both  s t o c k s  and f lows,  as a p ropor t i on  of t o t a l  c r e d i t ,  

ha s  been lower t h a n  t h e  r e l a t i v e  importance of t h e  a g r i c u l -  
gi;. 
$t' t u r a l  s e c t o r ,  i n  terms of i t s  c o n t r i b u t i o n  t o  GDP. Agricul- - - 1 

t u r a l  c r e d i t  r e p r e s e n t s  a  m a j x  p ropor t i on  of t h e  c r e d i t  - 

gran ted  by t h e  development banks, b u t  t h e i r  weight is n o t  
*:: - 6 s u f f i c i e n t l y  l a r g e .  The commercial banks, on t h e  o the r  hand, 

- 

have devoted t o  t h i s  s e c t o r  l e s s  t h a n  one-quar ter  of t h e i r  

loanab le  funds .  
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3, The r e l a t i v e  importance of t h e  p o r t f o l i o  of a g r i c u l -  

t u r a l  l o a n s ,  ou t s tand ing  a t  t h e  end of each y e a r ,  wi th  r e s -  

pec t  t o  t h e  t o t a l  p o r t f o l i o  of t h e  banking sys tem,  has  ranged 

#.- between a, minimum of 20.0 p e r c e n t ,  f o r  1960, and a  maximum of 8,. 
8 ' 32.9 pe rcen t ,  f o r  1971. This  r e l a t i v e  importance i nc rea sed  

f. 
w 

c s t e a d i l y  dur ing t h e  I96Ofs ,  t o  reach  t h e  1971 peak,  and has  
? 

been d e c l i n i n g  t h e r e a f t e r .  I n  1980 it rep re sen t ed  27.4 p e r -  

c e n t ,  t h e  lowest  va lue  of t h e  decade. The d e c l i n e  has  been 

p a r t i c u l a r l y  pronounced a f t e r  1976, when t h e  r e l a t i v e  importance 

of t h e  ou ts tand ing  p o r t f o l i o  of a g r i c u l t u r a l  l o a n s  was 30.5  ' 

C 
p e r cen t  of t h e  t o t a l  p o r t f o l i o .  Th i s  dec l i ne  i n  r e l a t i v e  

importance may r e f l e c t  t h e  d e c l i n i n g  importance of t h e  

a g r i c u l t u r a l  s e c t o r ,  p e r  s e .  It may a l s o  r e f l e c t  t h e  f a c t  

t h a t ,  dur ing  i n f l a t i o n a r y  p e r i o d s ,  as t h e  r e a l  va lue  of t h e  

t o t a l  p o r t f o l i o  d e c l i n e s ,  t h e  p ropor t i on  devoted t o  more 

c o s t l y  and r i s k y  c l i e n t e l e s  d e c l i n e s  even f a s t e r .  That i s ,  

t h e r e  is a r e d i s t r i b u t i o n  of l o a n  p o r t f o l i o s  towards less 

c o s t l y  and s a f e r  borrower c l a s s e s ,  known a s  t h e  i r o n  law of 

i n t e r e s t  r a t e  r e s t r i c t i o n s .  u 
The r e l a t i v e  s h a r e  of t h e  p o r t f o l i o  of i n d u s t r i a l  l o a n s ,  

ou t s tand ing  a t  t h e  end of each y e a r ,  w i th  r e s p e c t  t o  t h e  t o t a l  

&. 
w,$, p o r t f o l i o  of t h e  banking system, on t h e  o t h e r  hand, inc reased  

Claudio Gonzalez-Vega. On t h e  Iron Law of  I n t e r e s t  Rate 
R e s t r i c t i o n s ,  Ph.D, D i s s e r t a t i o n .  S tanford  Un ive r s i t y .  1976. 

P 



from 9.8 p e r c e n t ,  f o r  1960, t o  24.5 p e r c e n t ,  f o r  1971, and 

then  dec l ined  t o  19.2  p e r c e n t ,  i n  1980. The o t h e r  two sec-  

t o r s  r e c e i v i n g  importaxt  s h a r e s  of t h e  s t o c k s  of c r e d i t  a r e  

commerce a n d  r e a l  e s t a t e  a c t i v i t i e s .  The r e l a t i v e  importance 

of t h e  p o r t f o l i o  of ou t s tand ing  l o a n s  f o r  commerce dec l ined ,  

from 27.7 p e r c e n t ,  i n  1963, t o  12.8 p e r c e n t ,  in 1971, in-  

c reased  a g a i n  t o  20.0 p e r c e n t ,  i n  1977, and t h e n  dec l ined  t o  

16.4 p e r c e n t ,  in 1980. The r e l a t i v e  importance of t h e  p o r t -  

f o l i o  of r e a l  e s t a t e  1 o m s  dec l ined ,  from 35.2 p e r c e n t ,  f o r  

1960, t o  15.2  p e r c e n t ,  in 1967, and then  increased  t o  19.3 

p e r c e n t ,  i n  1980. 

The r e l a t i v e  importance of t h e  p o r t f o l i o  of a g r i c u l t u r a l  

l oans  of t h e  commercial banks, wi th  r e s p e c t  t o  t h e i r  t o t a l  

p o r t f o l i o ,  i n c r a ~ s e d ,  wi th  minor annual  v a r i a t i o n s ,  from 12.6  

p e r c e n t ,  i n  1960, t o  19.8 pe rcen t  i n  1970, and t o  22.6 p e r c e n t ,  

i n  1980, r e f l e c t i n g  t h e  i n c r e a s i n g  importance accorded by t h e  

commercial banks t o  t h i s  s e c t o r .  The r e l a t i v e  importance of 

t h e  p o r t f o l i o  of i n d u s t r i a l  l o a m  of t h e  commercial banks,  

wi th  r e s p e c t  t o  t h e i r  t o t a l  p o r t f o l i o ,  on t h e  o t h e r  hand, 

inc reased  from 12.7 p e r c e n t ,  i n  1960, t o  27.8 p e r c e n t ,  in 1971, 

and then  dec l ined  t o  16.7 p e r c e n t ,  i n  1980. 

T h e  r e l a t i v e  importance of t h e  p o r t f o l i o  of a g r i c u l t u r a l  

l o a n s  of t h e  development banks,  wi th  r e s p e c t  t o  t h e i r  t o t a l  

p o r t f o l i o ,  ha s  shown much v a r i a b i l i t y  dur ing  t h e  p a s t  two 



decades, as t h e  f i n a n c i a l  v i a b i l i t y  of some of t h e s e  banks,  

e  .g . BANAFON, f i r s t  , and BANADESA, l a t e r ,  ha s  f l u c t u a t e d ,  

and a s  new development banks, o r i e n t e d  towards o t h e r  s e c t o r s  

of a c t i v i t y ,  have been c r ea t ed  ( e  .g. CONADI and t h e  municipal  

bank) . 
In e f f e c t  , t h e  r e l a t i v e  importance of t h e  W t s t a n d i n g  

p o r t f o l i o  of a g r i c u l t u r ~ . l  l o a n s  of t h e  development banks h a s  

ranged between a maximum of 85.1' p e r c e n t ,  f o r  1964, and a 

minimum of 50.2 p e r c e n t ,  f o r  1980. Between 1962 and 1976, 

t h e  p o r t f o l i o  of a g r i c u l t u r a l  l o a n s  had r ep re sen t ed  over 

t h r ee -qua r t e r s  of t h e  r e sou rces  loaned by t h e  development 

banks. A s  i n d i c a t e d ,  t h i s  p ropo r t i on  had dec l ined  t o  on ly  

one-half ,  by 1980, r e f l e c t i n g  t h e  d e s i r e  of t h e  p u b l i c  sec -  

t o r  t o  channel p r o p o r t i o n a t e l y  l e s s  r e s o u r c e s  t o  a g r i c u l t u r e  

and more t o  o t h e r  s e c t o r s ,  p a r t i c u l a r l y  manufacturing in -  

dus t ry ,  through CONADI. In  e f f e c t ,  t h e  r e l a t i v e  importance 

of t h e  ou ts tand ing  p o r t f o l i o  of i n d u s t r i a l  l o a n s ,  wi th  r e s -  

pec t  t o  t h e  t o t a l  p o r t f o l i o  of t h e  development banks ,  i nc rea sed  

from 6.8 pe rcen t ,  i n  1961, t o  14.7 p e r c e n t ,  i n  1971, and t o  

32.7 p e r c e n t ,  i n  1980. 

A s  it has  been exp'ained a l r e a d y ,  t he  r e l a t i v e  importance 

of a p a r t i c u l a r  kind of c r e d i t  can be measured b e t t e r  by t h e  

flows of new l a a n s  g ran ted  than  by t h e  ou t s t and ing  s t o c k s ,  

The r e l a t i v e  importance of t he  f low o f  new a g r i c u l t u r a l  l o a n s  



4' granted by t h e  banking system each y e a r ,  wi th  r e s p e c t  t o  t h e i r  

t o t a l  f low of c r e d i t ,  ha s  f l u c t u a t e d  much du r ing  t h e  p a s t  two 

decades. Th is  r e l a t i v e  importarice i nc rea sed ,  from 17.5 per-  +- 
c e n t ,  f o r  1960, t o  29.6 p e r c e n t ,  f o r  1963,and remained over 

4 
5 25.0 pe rcen t  dur ing  a decade, u n t i l  1973, except  i n  1966 and 

1967. Af te r  hu r r i cane  F i f i ,  it dec l ined  t o  21.9 p e r c e n t ,  f o r  

kt, 1975, t o  reach  a  peack of 30.1 p e r c e n t ,  dur ing  t h e  co f f ee  boom 
5.' 

of 1977, and t o  d e c l i n e  r a p i d l y ,  t o  20.7 p e r c e n t ,  by 1980. 

This  r e l a t i v e  s h a r e  of t h e  a g r i c u l t u r a l  s e c t o r  i n  t h e  f low 

F 
jt' 

of new l o a n s  g ran t ed  by t h e  banking system was lower i n  1980 

than  i n  any o t h e r  y e a r  s i nce  1961. The r e l a t i v e  &&are of t h e  

i n d u s t r i a l  s e c t o r  i n  t h i s  f low,  on t h e  o t h e r  hand, i nc rea sed  

frorn 10 .4  p e r c e n t ,  f o r  1960, t o  24.8 p e r c e n t ,  f o r  1971, and 

then  dec l ined ,  t o  19.6 p e r c e n t ,  f o r  1980,  During t h i s  las t  

& yea r ,  commerce r ece ived  28 .0 p e r c e n t ,  r e a l  e s t a t e  cap tured  
4. 

9.7 p e r c e n t ,  and s e r v i c e s  r ece ived  16.7 pe rcen t  of t h e  t o t a l  

f lows of c r e d i t .  

The r e l a t i v e  importance of t h e  annual  f low of a g r i c u l -  

t u r a l  c r e d i t ,  wi th  r e s p e c t  t o  t h e  t o t a l  f low of c r e d i t  of 

t h e  commercial banks,  increased from 7 , 9  p e r c e n t ,  i n  1960, 

lirC 
t o  18.9 p e r c e n t ,  i n  1963. Afterwards,  it dec l ined  t o  11 -8  

pe rcen t ,  i n  1967, and f l u c t u a t e d  w i l d l y  i n  t h e  fo l lowing  
4 
% y e a r s ,  wi th  a g e n e r a l l y  i n c r e a s i n g  t r e n d ,  t o  reach  a peak 

i n  1377, when it rep re sen t ed  25.8 portent. Af te r  t h i s  peak,  



t h e  r e l a t i v e  importance of t h e  f low of a g r i c u l t u r a l  l o a n s ,  

wi th  r e s p e c t  t o  t h e  t o t a l  f low of commercial bank c r e d i t ,  

r a p i d l y  dec l ined ,  t o  18.0 p e r c e n t ,  by 1980. The annual  f low 

of new i n d u s t r i a l  l o a n s ,  on t h e  o t h e r  hand, r e p r e s e n t e d  12.4  

percen t  of t h e  f low of commercial bank c r e d i t ,  i n  1960. Its 

r e l a t i v e  importance increased  t o  26.0 p e r c e n t ,  by 1973, and 

then  dec l ined ,  t o  18.3 p e r c e n t ,  f o r  1980. 

The r e l a t i v e  importance of t h e  a m u a l  f low of a g r i c u l t u r a l  

c r e d i t ,  wi th  r e s p e c t  t o  t h e  t o t a l  f low of c r e d i t  of t h e  

development banks,  inc reased  fron 67.3 p e r c e n t ,  f o r  1960, 

t o  89 .9  p e r c e n t ,  f o r  1964, and t h e n  dec l ined  t o  67 .8  p e r c e n t ,  

f o r  1970. During t h e  1 9 7 0 9 s ,  t h i s  p ropo r t i on  increzsed  a g a i n ,  

t o  86.6  p e r c e n t ,  i n  1975, b u t  t hen  dec l ined  very  r a p i d l y ,  and 

by 1980 it was only 39.5 p e r c e n t .  Th is  dec l i ne  r e f l e c t s  n o t  

only t h e  i n a b i l i t y  of BANADESA, which succeeded BANAFON, t o  

mainta in  t h e  r e a l  va lue  of i t s  p o r t f o l i o  and t o  c o l l e c t  i t s  

l o a n s ,  bu t  a l s o  t h e  s i g n i f i c a n t  suppor t  t h a t  t h e  p u b l i c  s e c t o r  

ha s  accorded t o  C O N A D I .  A s  a r e s u l t ,  t h e  r e l a t i v e  importance 

of t h e  flow of new i n d u s t r i a l  l o a n s ,  wi th  r e s p e c t  t o  t h e  

flow of c r e d i t  of t h e  development banks, i nc rea sed  from 4 .9  

p e r c e n t ,  i n  1960, t o  35.2 p e r c e n t ,  i n  1979, t o  s l i g h t l y  

dec l ine  and r e p r e s e n t  31.2 p e r c e n t ,  i n  1980. 



3.04 Bank c r e d i t  f o r  c rops .  

The l a r g e s t  po r t i on  of  t h e  c r e d i t  volumes gran ted  by 

t h e  Xcrrrlsran banking system t o  t he  a g r i c u l t u r a l  s e c t o r  has : 

been devoted to. t h e  f inanc ing  of crops .  In e f f e c t ,  during 

1980, c rops  rece ived  75 .3  percen t  of t h e  f low o f  new a g r i -  
-- 

c u l t u r a l  loans  from t h e  banking system, and c r e d i t  f o r  crops  
-- 

represen ted  70.9 percent  of  t h e  p o r t f o l i o  of outs tanding 

a g r i c u l t u r a l  loans .  These p ropor t ions  r e f l e c t e d  a  s i g n i -  

f i c a n t  increment in  t h e  r e l a t i v e  importance o f  c r e d i t  f o r  

crops dur ing t h e  decade of t h e  1970s. That i s ,  i n  1970, 
- 

loans  f o r  crops  represen ted  on ly  5 5 . 3  percen t  of  t he  f low 

of  new a g r i c u l t u r a l  loans  and on ly  50 .6  percen t  of t he  

s tock  of outs tanding a g r i c u l t u r a l  c r e d i t .  
- 

A s  a propor t ion of  t h e  t o t a l  p o r t f o l i o  of t h e  banking 

system, t h e  r e l a t i v e  importance of c r e d i t  f o r  crops  increased  

from 13.2  percen t ,  in  1973, t o  19.4  pe rcen t ,  in 1980, d e s p i t e  - 

the  f a c t  t h a t  t h e  share  of  a g r i c u l t u r a l  c r e d i t ,  wi th  r e spec t  -- 

- 
t o  t h e  t o t a l ,  decl ined during t h e  same per iod .  This .  was no t  

t h e  ca se ,  however, with r e spec t  t o  t h e  t o t a l  f low of new 

loans .  The r e l a t i v e  importance of new loans  f o r  crops 
-- 

i nc rea sed ,  from 12 .4  pe rcen t ,  i n  1973, t o  24.7 percen t ,  i n  

1977, but  then decl ined t o  15 .6  pe rcen t ,  in 1980. This  

d i f f e r e n c e  r e f l e c t e d  both t h e  sharp reduc t ion  i n  t he  r e l a t i v e  - 

importance of new loans  f o r  t h e  a g r i c u l t u r a l  s e c t o r ,  t h a t  



took p lace  during t h e  most recen t  y e a r s ,  a s  wel l  a s ' r -he  

s h o r t e r  terms of t h e  loans  f o r  crops a s  compared wi th  

loans  f o r  l i v e s t o c k .  

The p r i v a t e  commercial 

one ha l f  of t h e  o u ~ s t a n d i n g  

The i r  r e l a t i v e  con t r i bu t ion  

banks have granted l e s s  than 

p o r t f o l i o  of loans  f o r  crops.  

inc reased  from 36.0 pe rcen t ,  

i n  1974, t o  48 .1  pe rcen t ,  i n  1977, and s l i g h t l y  dec l ined  

t o  46.9 percen t ,  i n  1980. The p r i v a t e  commercial banks, 

hc ever ,  have gran ted  more than one h a l f  of  t h e  f low of  

new loans  f o r  c rops ,  every year .  This  con t r i bu t ion  increased 

from 56.0 pe rcen t ,  i n  1974, t o  74.6  pe rcen t ,  i n  1976, but 

then decl ined,  t o  60.6 pe rcen t ,  i n  1980. 

On the  o t h e r  hand, t h e  r e l a t i v e  con t r i bu t ion  of t h e  

pub l i c  development banks t o  t h e  ou ts tand ing  p o r t f o l i o  of 

loans  f o r  crops dec l ined ,  from 64.0 pe rcen t ,  i n  1374, t o  53.1  

pe rcen t ,  i n  1980. A t  t h e  same t ime,  t h e i r  con t r i bu t ion  t o  

t h e  flow of new loans  f o r  c rops ,  dec l ined  from 44.0 pe rcen t ,  

i n  1974, t o  2 4 . 2  pe rcen t ,  i n  1977, and inc rea sed ,  t o  39.4 

pe rcen t ,  i n  1980. 

The p r i v a t e  c~mmerc i a l  banks have been devoting an 

increas ing  share  of t h e i r  t o t a l  p o r t f o l i o  t o  crops .  The 

r e l a t i v e  importance o f  t he se  loans  i nc rea sed ,  from 6 .9  

percent  of the  ou ts tand ing  p o r t f o l i o  of t he  commercial 

banks, i n  1973, t o  13 .8  pe rcen t ,  i n  1980. As a  r e s u l t ,  the  

importance of crops  wi th  r e spec t  t o  t h e  p o r t f o l i o  of 



- 

- 
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Table  4 .  Honduras. R e l a t i v e  Importance of Cred i t  f o r  Crops,  A s  A - 

Propor t ion  of  T o t a l  C r e d i t .  1960-1980 (Pe rcen tages ) .  

Banking Commercial Development 

- System Banks Banks 

Loans Outs tanding:  

N e w  Loans: 

Source:  Tab les  21 through 3 2 .  S t a t i s t i c a l  Annex. 



outs tanding a g r i c u l t u r a l  loans  increased ,  from 36.7 pe rcen t ,  & 
i n  1973, t o  60.9 percen t ,  i n  1980. A d i f f e r e n t  evo lu t ion  

3 has taken p l ace  with r e spec t  t o  t h e  f lows of  new loans .  
9: 
d .  Crops represen ted  7 .9  percent  of t he  t o t a l  flow, i n  1974. 

ZH 

%# 
This  propor t ion increased  t o  20.4  percent  of t he  t o t a l  

bi 
2 flow of  new commercial bank l o a n s ,  i n  1977, but  dec l ined  

t o  12.0  pe rcen t ,  i n  1980. A s  a r e s u l t ,  new loans  f o r  crops 

which had represen ted  79.0 percent  of t h e  f low of  new 

a g r i c u l t u r a l  loans ,  i n  1977, represen ted  only 66.7 pe rcen t ,  

i n  1980. 

F i n a l l y ,  t h e  r e l a t i v e  importance of crops i n  t h e  

p o r t f o l i o  of  t he  development banks dec l ined ,  from 51.7  

percen t ,  i n  1976, t o  41.6 p e r c e n t ,  i n  1980. The reduc t ion  

i n  r e l a t i v e  importance was even more p ronou~ced  i n  t h e  

case of t h e  flow of  new loaxs .  The f low of  new loans  f o r  

crops represen ted  66.3 percent  of  t h e  flow of c r e d i t  from 

the  development banks, i n  1975. This  p ropor t ion  dec l ined  

t o  37 .1  p e r c e n t ,  i n  1980. 

In  r e a l  terms,  t h e  ou ts tand ing  p o r t f o l i o  of c r e d i t  f o r  

c rops ,  from t h e  banking system, remained s t agnan t ,  a t  t h e  

l e v e l  of 111 m i l l i o n s  of cons tan t  Lempiras of 1966, during 

the  t h r e e  most recen t  years .  As a r e s u l t ,  while i n  r e a l  

terms t h i s  p o r t f o l i o  increased a t  an annual average r a t e  

of 10 .4  p e r c e n t ,  between 1971 and 1976; i t  increased  a t  a  

r a t e  of 6 . 1  percen t  pe r  annum, between 1976 and 1980. 

This recen t  s tagna t ion  i s  r e f l e c t e d  both i n  t h e  p o r t f o l i o  



of  loans  f o r  crops  of t he  commercial banks, a t  t h e  l e v e l  - 

of 52 m i l l i o n s  of constant  1966 Lempiras, and of t he  

development banks, at  t he  l e v e l  of  59 m i l l i o n s  of constant  - 

1966 Lempiras. 

On the  o the r  hand, t he  flows of new loans  f o r  crops 

have dec l ined ,  both i n  nominal and i n  r e a l  terms.  The 

nominal va lue  of t h e  f low of new loans  f o r  c rops ,  from the  

banking system, decl ined from 308 mi l l i on  Lempiras, i n  

1977, t o  210 m i l l i o n  Lempiras, i n  1980. The r e a l  va lue  o f  

t h i s  flow, on t he  o ther  hand, dec l ined  from 183 m i l l i o n s  of 

constant  1966 Lempiras, dur ing 1977, t o  9 1  mil l iozls ,  i n  

1980. That i s ,  during 1980, t h e  r e a l  purchasing power of 

t he  new loans  g ran ted  was on ly  49.9 percent  of i t s  l e v e l  

i n  1977. 

The nominal va lue  of t h e  f low of  new loans  f o r  c rops ,  . - 

from t h e  p r i v a t e  commercial banks, decl ined from 213 m i l l i o n  a 

Lempiras dur ing  1977, t o  127 m i l l i o n  Lempiras, dur ing 1980. 
- 

In  r e a l  terms,  t h i s  evo lu t ion  implied a  reduc t ion ,  from 
- 

127 m i l l i o n s  of constant  1966 Lempiras, l e n t  during 1977, 
- &. 

t o  55 m i l l i o n s ,  l e n t  during 1980. That i s ,  t he  r e a l  flow 

of  new loans  f o r  crops during 1980 reached on ly  43.6 percen t  -- 

of i t s  1977 l e v e l .  -- 

F i n a l l y ,  t h e  r e a l  va lue  of t h e  f low of  new loans  f o r  

c rqps ,  from t h e  publ ic  development banks, dec l ined  from 

56 m i l l i o n s  of constant  19b6 Lempiras, f o r  1977, t o  36 



Table 5. Honduras. Average Annual Rates  of Growth of C r e d i t  f o r  Crops, 
i n  Keal Terms, 1974-1980. (Pe rcen tages ) .  

Banking Commercial Development 
System Banks Banks 

Loans Outs tanding:  

N e w  Loans: 

Source: Tab les  33 through 50. S t a t i s t i c a l  Annex. 
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m i l l i o n s ,  f o r  1980. That i s ,  during t h e  l a s t  year  i t s  

l e v e l  was 64.0 percen t  of  i t s  1977 l e v e l .  

3.05 Bank c r e d i t  f o r  l i ve s tock .  -- 

Credi t  f o r  l i v e s t o c k  has  represen ted  a dec l in ing  - 

propor t ion of Honduras' a g r i c u l t u r a l  c r e d i t .  While i n  ' &a 

1974, l i ve s tock  c r e d i t  r epresen ted  42.9 percen t  of  t h e  

ou ts tand ing  p o r t f o l i o  of a g r i c u l t u r a l  loans  of t h e  banking 

system, in  1980 it  r ep re sen t ed  on ly  25 .8  pe rcen t ,  and, 

while i n  1972, l i v e s t o c k  loans  represen ted  5 0 . 4  percent  

o f  t h e  f low of new a g r i c u l t u r a l  loans  from t h e  banking 

system, i n  1977 they represen ted  on ly  8.5 percen t .  This  

p ropo r t i on ,  however, inc reased  t o  24 .7  pe rcen t ,  during 

1.980. The evolution of l i v e s t o c k  c r e d i t  i n  Honduras 

has  been very dependent on t he  a v a i l a b i l i t y  of f o r e i g n  

r e sou rces ,  p a r t i c u l a r l y  from t h e  World Bank. 

A s  a propor t ion o f  the  t o t a l  p o r t f o l i o  of t h e  banking 

system, t h e  r e l a t i v e  importance of l i v e s t o c k  c r e d i t  

dec l ined  from 14 .1  pe rcen t ,  i n  1972, t o  5 . 9  pe rcen t ,  i n  

1980. A t  t h e  same t ime,  a s  a  p ropor t ion  o f  the  annual 

f low of  new loans ,  t he  r e l a t i v e  importance of c r e d i t  f o r  

l i v e s t o c k  decl ined from 14.2 pe rcen t ,  i n  1972, t o  2 . 7  pe rcen t ,  

i n  1977, and s l i g h t l y  increased ,  t o  3 .9  pe rcen t ,  i n  1980. 

This  reduc t ion  i n  t he  r e l a t i v e  importance of l i v e s t o c k  
-- 

c r e d i t  has been l e s s  pronounced i n  t he  case  of  t h e  commercial 

than i n  t h e  case of  t h e  development banks. With r e spec t  t o  
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the  t o t a l  p o r t f o l i o  of t h e  ou ts tand ing  loans  of t h e  commercial 

banks, t h e  importance of l i v e s t o c k  c r e d i t  dec l ined  from 8 . 2  

percent  i n  1974, t o  5 . 8  pe rcen t ,  i n  1980. In t h e  case  of  

the  development banks, on the  o t h e r  hand, i t  decl ined from 

38,9  pe rcen t ,  i n  1973, t o  8.2 pe rcen t ,  in 1980. S imi l a r ly ,  

wi th  r e spec t  t o  the  t o t a l  flow of new commercial bank l o a n s ,  

t h e  importance of l i v e s t o c k  loans  dec l ined  from 12 .2  pe rcen t ,  

i n  1972, t o  2 . 2  pe rcen t ,  i n  1977, and then increased t o  

4 . 4  pe rcen t ,  i n  1980. In the  case  of t h e  development banks, 

t h i s  importance diminished from 34 .1  percen t ,  i n  1972, 

t o  2 . 1  pe rcen t ,  i n  1980. 

As a r e s u l t  of  t h i s  d i f f e r e n t  evo lu t ion ,  t he  p r i v a t e  

commercial banks have been c o n t r i b u t i n g  i nc rea s ing  shares  

of  t h e  t o t a l  volumes of c r e d i t  f o r  l i v e s t o c k .  While i n  

1970, t he se  banks con t r ibu ted  35.7 percen t  of t he  p o r t f o l i o  

of outs tanding l i v e s t o c k  l o a n s ,  i n  1980 they  represen ted  

65.5 percent  of  t h e  t o t a l .  S i m i l a r l y ,  while t h e  commercial 

banks con t r i bu t ed  66.2 percent  of t he  f low of new l i v e s t o c k  

loans ,  i n  1970, they  gran ted  90.9 percent  of t h i s  flow, i n  

1980. 

In r e a l  t e rms ,  t he  duts tanding p o r t f o l i o  o f  l i v e s t o c k  

c r e d i t ,  from t h e  banking system, s t e a d i l y  dec l ined ,  from 

54 mi l l i ons  of cons tan t  1966 Lempiras, i n  1974, t o  34 

m i l l i o n s ,  i n  1980. This  reduc t ion  was l e s s  pronounced i n  

t he  case  of t h e  commercial banks. The i r  p o r t f o l i o  of 



Table 6. Honduras. R e l a t i v e  Importance  o f  C r e d i t  f o r  L ives tock ,  
A s  A P ropor t ion  of T o t a l  C r e d i t ,  l96O-l98O. (Percentages) .  

Banking Commercia 1 Development 

- System Banks Banks 

Loans Outs tanding:  

New Loans: 

Source: Tab les  2 1  thruugh 32 .  S t a t i s t i c a l  Annex. 
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Table  7. Honduras. Average Annual Rates  of Growth o f  L ives tock  C r e d i t ,  
i n  Real  Terms, 1974-1980. (Pe rcen tages ) .  

- 
f Banking Comrncrcial Developrncnt 

I System Banks Banks 
w 

'T 
Loans Outstanding: 

1974-77 - 7.5 - 4.5 - 9.5 

1977-80 - 8 .1  1 . 6  -19.6 

New Loans: 

1974-77 -19.0 -19.7 -15.4 

1977-80 3.9 1 4 . 6  -31.7 

Source: Tables  33 through 50. S t a t i s t i c a l  Annex. 
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l i v e s t o c k  c r e d i t ,  i n  r e a l  terms,  dec l ined  from 24 mi l l i ons ,  

F - 1 of  cons tan t  1966 Lempiras, f o r  1974, t o  22 m i l l i o n s ,  f o r  

6 1980, while i n  t h e  case  of  t he  development banks t h i s  r e a l  
- 

va lue  decreased from 31 m i l l i o n s  i n  1973, t o  12 m i l l i o n s ,  
-- 

i n  1980. 

P' On t h e  o t h e r  hand, t h e  r e a l  va lue  of  t he  annual  f low 
$ 
g of new l i v e s t o c k  loans ,  from t h e  banking system, dec l ined  

ql 

from 60 m i l l i o n s  GE cons tan t  1966 Lempiras, i n  1972, t o  

2 0  m i l l i o n s ,  i n  1977, and then increased  t o  23 m i l l i o n s ,  

i n  1980. This w a s  equ iva len t  t o  t he  l e v e l  a l r eady  reached 

i n  1969. This  development r e f l e c t s  a recovery of t h i s  flow, 

i n  r e a l  terms,  i n  t h e  case  of t h e  p r i v a t e  commercial ban i s ,  
II 

but no t  i n  t h e  case  of t he  development banks. In  e f f e c t ,  

the  r e a l  va lue  of t he  f low o f  l i v e s t o c k  loans ,  from t h e  - 

commercial banks, diminished from 45 m i l l i o n s  of constant  

t# 1966 Lempiras, i n  1972, t o  14 m i l l i o n s ,  i n  1977, but  

increased t o  21 m i l l i o n s  i n  1980. In t h e  case  of t h e  

development banks, on t h e  o t h e r  hand, t h i s  r e a l  va lue  

dec l ined ,  from 15 m i l l i o n s  of  cons tan t  1966 Lempiras, 

1973, t o  2 m i l l i o n s ,  i n  1980. This  was equ iva len t  t o  

l e v e l  a l r eady  reached i n  1962. 

In a d d i t i o n  t o  crops and l i v e s t o c k ,  a g r i c u l t u r a l  

-- . 
s t e a d i l y  

t he  

c r e d i t  

7 '  - i n  Honduras f inances  pou l t ry ,  f o r e s t r y ,  honey producir~g , - 

and f i s h i n g  activities. These o t h e r  uses  have represen ted  

% between 2  and 4 percent  of  the  p o r t f o l i o  of ou t s tand ing  loans  
g - 

-- 
F& 
1 
#I - .  

'if%+ ?+' 
% 
% - 



of t h e  banking system, and between 1 and 3 percent  of t he  

annual flow of new loans .  The commercial banks have granted 

over 90 percent  of t h i s  c r e d i t  s i n c e  1976. The r e a l  va lue  

of  t h e  p o r t f o l i o  of t he se  loans  decl ined from 22 m i l l i o n s  

of constant  1966 Lempiras, f o r  1978, t o  12 ~ i l l i o n s ,  f o r  

1980; while t he  r e a l  va lue  of  t h e  corresponding annual  

flow dec l ined ,  from 21 m.,llions, i n  1976, t o  7  m i l l i o n s ,  

i n  1980. F i sh ing  has  been most a f f e c t e d .  

3.06 Cred i t  f o r  p a r t i c u l a r  crops .  

With r e spec t  t o  t h e  p o r t f o l i o  of  ou t s tand ing  a g r i -  

c u l t u r a l  loans  of t h e  banking system, co f f ee  has  been the  

crop wi th  t h e  h ighes t  share :  it represen ted  23.3 percent  

of t h i s  p o r t f o l i o  i n  1980; t h a t  i s ,  38.3 percen t  o f  t he  

balances of c r e d i t  f o r  c rops .  Sugar cane has rece ived  t h e  

nex t  h ighes t  sha re ,  fol lowed by t h e  t h r e e  bas i c  g r a i n s :  

mainly r i c e ,  a s  wel l  a s  corn and beans.  The sha re  of co f f ee  

was h ighes t  i n  1977, during t he  "coffee  boom", when it 

reached 27 .0  percent  of t h e  a g r i c u l t u r a l  c r e d i t  p o r t f o l i o .  

With r e spec t  t o  t he  annual  f low o f  new a g r i c u l t u r a l  

l oans ,  t he  predominance of  co f f ee  has been more marked. 

Coffee rece ived  61.4 percent  of t he  f low of  a g r i c u l t u r a l  

loans  from the  banking system, i n  1977. This s h a r e ,  however, 

dropped t o  28.5 percent  i n  1980. The fol lowing t a b l e s  

provide information on c r e d i t  f o r  each one of t he  main crops .  

Addi t iona l ,  year t o  year d a t a ,  can be found i n  t h e  S t a t i s t i c a l  

Annex, f o r  these  and f o r  s eve ra l  o t h e r  c rops .  
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g ,-I Table  8 con t .  
7: L - 
S -4 

m 
-P , 1971 1974 1977 1980 

4 
w! 

r R e l a t i v e  importance i n  f low 
9, of new loans:  
-& 
i, banking system 1.2  0 .9  3 . 3  2 . 1  
$i commercial banks 1 .0  0.8 1 . 3  1 .9  
L development banks 3.4 2 . 1  15.4  3 .2  
i - 

4.:. 
ir Real v a l u e  of o u t s t a n d i n g  

&. p o r t f o l i o  : 

-6: 1 banking system 5.5 5.3 18.9  18.0 
, commercial banks 3.2 2 .8  7 .5  
Y '  

8 . 5  
=q development banks 2.5 2 .5  11.4 9.4 

% - 

2 
Real v a l u e  of f low of new l o a n s :  

*:. 
2, banking system 4.6 3 . 9  24.2 12.0  - 
i'i 

==P. 
commercial banks 3.2 3.0 8 . 1  8 .9  

i&$ development banks 1 .3  1 .0  1 6 . 1  3 . 1  
3 

5 . Basic  Grains :  

--$* 

p' R e l a t i v e  importance of each  source :  

i$ Stocks:  commercial banks 32.8 28.0 22.2 34.0 
development banks 67.2 72.0 77.8 66.0 % 

2 Flows : commercial banks 44.9 36.4 45.2 51.3 
A?< development banks 53.9 63.6 54.8 48.7 
i! . 

- ..&' 

c R e l a t i v e  importance i n  o u t s t a n d i n g  

a L 1  
p o r t f o l i o :  

banking system 3.0 3.3 3 .2  3 . 9  
- commercial banks 1 .3  1 . 3  0.9 2.0 

development banks 9.4 11.2 11.9 10 .3  
p& 
-. , 

-g!, R e l a t i v e  importance i n  f low 7; of new loans :  
banking system 1.8  2.0 1 .2  2.4 
commercial banks 1 . 0  0.9 0.6 1 . 5  
development banks 10.0  12.9  4 .6  7.0 

Real  v a l u e  of o u t s t a n d i n g  
*:$ 

k p o r t f o l i o :  3 banking system 9.6. 13.2 18.2 22.0 
commercial banks 3 . 1  3.7 4 .0  7 .5  . . 
development banks 6.5 9.5 14 .1  14.5 

Real  v a l u e  of f low of new l o a n s :  
banking system 6 .9  9.2 8 .7  13 .9  
c o m e r  c i a 1  banks 3 . 1  3.3 3 .9  7 . 1  

-- development banks 3.7 5.8 4 . 8  6 .8  
Source: S t a t i s t i c a l  Annex. 
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In add i t i on  t o  c o f f e e ,  sugar  cane,  and b a s i c  g r a i n s ,  - 

t he  Honduran banking system f inances  bananas ( l e s s  than one 

percent  of t h e  a g r i c u l t u r a l  p o r t f o l i o )  ; tobacco (7.0 percen t )  

and co t ton  ( 3 . 7  percen t ) .  - 

3.07 Commercial bank e s p e c i a l i z a t i o n  i n  a g r i c u l t u r e .  .- 

A g r i c u l t u r a l  c r e d i t  r epresen ted  over  20 percent  of 

t he  p o r t f o l i o  of  l oans  ou ts tand ing  at t h e  end of  1980, -- 

f o r  seven out  of  t h e  15 commercial banks, while f o r  two - 

more banks i t  represen ted  over  18  pe rcen t .  The h ighes t  
- 

propor t ion o f  t he  p o r t f o l i o  devoted t o  a g r i c u l t u r e  by one 
- 

i nd iv idua l  commercial bank, i n  1980, was 37.8 percent .  

For 1980, t h e  propor t ion of t h e  p o r t f o l i o  devoted t o  - 

a g r i c u l t u r a l  c r e d i t  was lower than a t  o t h e r  times i n  t h e  - 

p a s t ,  f o r  a l l  but  f o u r  o f  t h e  15 banks. The h ighes t  r a t i o  - 

eve r ,  o f  82 .1  pe rcen t ,  was reached by one bank i n  1963. - 

-- 
S t i l l  by 1970, t h i s  bank had 53.7 percent  o f  i t s  p o r t f o l i o  

i n  a g r i c u l t u r a l  l oans .  
- 

Agr icu l tu r a l  c r e d i t  r epresen ted  over  15 percent  of  the  

flow of new loans  g ran ted  dur ing 1980, f o r  8 of these  15 

banks. The S ighes t  p ropar t ion  by one i nd iv idua l  bank was 
I 

45.6 percent .  Again, t he se  p ropor t ions  h9.d been higher  i n  

t h e  p a s t  f o r  most of the  banks. - 

-- 
The dec l ine  i n  t h e  proporeion of t h e  c r e d i t  flows t h a t  

- 

t h e  commercial banks devote t o  a g r i c u l t u r e  r e f l e c t s  t he  
-- 

- 

- 





7. / i ron  law of i n t e r e s t  r a t e  r e s t r i c t i o n s .  -- According t o  t h i s  

law, a s  i n t e r e s t  r a t e  r e s t r i c t i o n s  become more cons t ra in ing ,  

c r e d i t  p o r t f o l i o s  a r e  r e d i s t r i b u t e d  among borrower c l a s ses  
q) - 

-4 
CU.  

on t h e  b a s i s  of cos t s  of lending and r i s k  of de fau l t  consider- 
$1 : 
f, a t ions .  A s  a r e s u l t ,  more c o s t l y  t o  administer and r i s k i e r  
J' - u: 

borrowers rece ive  propor t iona te ly  smaller  loans and may even 
d' 
=T3 *: < - c 

be excluded from access t o  formal c r e d i t .  In  t h e  recent  
f$ 

experience of  Honduras, t he  c r e d i t  shortage has increased 
7 - the  opportunity cos t  of loanable funds, i n f l a t i o n  has eroded . 

-$ 
-. the  r e a l  value of  loan repayments, and p r e f e r e n t i a l  i n t e r e s t  4 
-w 

JY r a t e s  f o r  most a g r i c u l t u r a l  p u r s u i t s  has reduced the  r e l a t i v e  

? 
-$ p r o f i t a b i l i t y  t o  t h e  commercial banks of lending t o  t h i s  
-q5 

--nr v :: sec to r .  Stagnation and an uncertain f u t u r e  have made lending $.' 
.5; 

3 t o  a g r i c u l t u r a l  r i s k i e r .  The reduct ion i n  t h e  r e a l  value of 
L 

- 

4;' rediscounts  from the  Cent ra l  Bank, t r a d i t i o n a l l y  loaned - 

f o r  crops,  p a r t i c u l a r l y  bas ic  g r a i n s ,  has diminished the -- 
supply of t h i s  c r e d i t ;  while the  c o s t l y  procedures and 

I:, - 
t;, a r b i t r a r i n e s s  i n  t h e  a l l o c a t i o n  of  funds, assoc ia ted  with 

7; Central  Bank rediscount ing and with the World Bank program of P 3; .. 

j4" long-term c r e d i t ,  a l s o  administered by t h e  Central  Bank, 
- 1. 

T;, have s i g n i f i c a n t l y  increased t r ansac t ion  c o s t s ,  a s  well a s  - - 
$. 
d commercial bank reluctance t o  p a r t i c i p a t e  i n  these  programs. 
4: 

- 

S - 
?' 

r?, y ~ l a u d i o  Gonzalez-Vega. "The Iron Law of I n t e r e s t  Rate 
Res t r i c t ions :  Agr icu l tura l  Credit  Po l i c i e s  i n  Costa Rica - 

and Other Less Developed Countries.  " Ph.D. d i s s e r t a t i o n ,  
Stanford Universi ty ,  1976. 

1 
- 

p 
$ -- 

9 
a$; 
-4 - 

'G -a. r 
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9 



1 

7% 

1. -,. 

iL -33- 

3.08 The r a t i o s  of c r e d i t  t o  ou tpu t .  
'L 

-4 The evolu t ion  of t h e  r a t i o s  of c r e d i t  t o  output  F. 

-., can se rve  as an important  i n d i c a t o r  of  t h e  e x t e n t  t o  which 
I "  

---C I 

a f i n a n c i a l  system i s  se rv ing  a p a r t i c u l a r  s e c t o r  of t h e  
I 
! 

- 

._.. - I )  

economy. In a country  l i k e  Honduras, w h x e  t h e  banking 

P 

9 system dominates t h e  f i n a n c i a l  system, t h e  r a t i o s  of bank - 
i 
1 
7 
P. c r e d i t  t o  output  a r e  an i n t e r e s t i n g  index o f  t h e  ex t en t  
,L 7 

'6 t o  which resources  e x t e r n a l  t o  t h e  f i rms  a r e  being mobil ized 
e .  
( from savers  t o  i n v e s t o r s .  During t h e  1960s and t h e  f i r s t  

J 

i ha l f  of t h e  1970s, t h e  Honduran banking system experienced 

a remarkable growth, which i s  r e f l e c t e d  i n  growing r a t i o s  * 
C, 

of  c r e d i t  t o  ou tpu t .  This  evo lu t ion  has  been reversed 
I 

7.. during t he  most r ecen t  yea r s .  The r a t e  of expansion of  

6 
{ t h e  Honduran banking system has  become nega t ive ,  much 
k ground has been l o s t ,  and dec l in ing  r a t i o s  of c r e d i t  t o  -3; 
!$ outpu t  confirm it. 
G 
p: In  e f f e c t ,  t h e  r a t i o  of t he  p o r t f o l i o  of loans  of  t h e  

$$-: =+ 
$5 banking system, ou ts tand ing  a t  t he  end o f  each yea r ,  t o  

Gross Domestic Product a t  market p r i c e s ,  s t e a d i l y  increased ,  

from 22.9 per -en t ,  i n  1971, t o  31.9 pe rcen t ,  i n  1977. This  

i s  a remarkable growth. Af t e r  1977, however, t h i s  r a t i o  

I decl ined cont inuously ,  t o  become 26.4  percen t  i n  1980. 
+;. 
:+ A s i m i l a r  evo lu t ion  r e s u l t s  when Gross Domestic Product 
5 
$: 

i s  measured a t  f a c t o r  c o s t s .  The swing has  been more 

. , 1, 
' pronounced i n  t h e  ca se  o f  t h e  a g r i c u l t u r a l  s e c t o r ,  on t he  

L: * -- 
F' 

o t h e r  hand. 
p, 
;> 
8 

- 

P - 
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I 
C 
I 
i.! Table  10.  Honduras. R a t i o s  o f  t h e  P o r t f o l i o  o f  Loans of t h e  Banking -- 
I 

k System Outs tanding at  t h e  End o f  t h e  Year t o  Gross Domestic 
Product ,  T o t a l  As Well A s  f o r  The A g r i c u l t u r a l  and I n d u s t r i a l  - 

5 S e c t o r s ,  1970-1980. 
Y 

1 

- 

i 
- 

GDP a t  . CDP a t  GDP i n  GDP i n  

' 
Year Market P r i c e s  Fac to r  Costs  A g r i c u l t u r e  I n d u s t r y  

$1 
L- 

3: 
1970 23.2 25.7 

i 

1 1971 22.9 25.2 
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The r a t i o  of  t he  p o r t f o l i o  of  ou t s tand ing  a g r i c u l t u r a l  
4 
--n' 

% 
i. 

loans  of t h e  banking sys t : .~ .  t o  t h e  Gross Domestic Product 
- 5. 

s; 
, generated i n  t h e  s e c t o r  increased from 25.0 p e r c e n t ,  i n  

-2. 

;t* 
G: 1970, t o  36 .6  pe rcen t ,  i n  1975, and then decl ined t o  26 .7  

=.&, + percen t ,  i n  1980. This  dec l i ne  was more r a p i d  than f o r  

&,I 

B the  aggregate Gross Domestic Product .  

The evo lu t ion  o f  t h e  r a t i o s  of  t h e  f low o f  new loans  
e? 

+$ granted during t h e  year t o  Gross Domestic Product shows 
-=? - 

-2 an even more marked f l u c t u a t i o n .  This  r a t i o  increased 

from 27.0 pe rcen t ,  i n  1971, t o  40.4 pe rcen t ,  i n  1977, but  

then dec l ined ,  t o  26.3  pe rcen t ,  i n  1980, when Gross 

Domestic Product i s  measured a t  market p r i c e s .  F i n a l l y ,  
6 

.$ t he  r a t i o  of t h e  f low of new a g r i c u l t u r a l  loans  t o  t h i s  
r: *' 
$ s e c t o r ' s  con t r i bu t ion  t o  Gross Domestic Product inc reased  

3 
# from 27.2 pe rcen t ,  i n  1970, t o  43.4 percen t ,  i n  1977, 
q 

%: but then dec l ined  t o  20.1 percen t .  Th is  i s  t he  most * 7 dramatic d e c l i n e ,  experienced i n  a f o u r  years  per iod .  It - 

y suggests  t h a t  t.he Honduran banking system i s  providing 
- 2 f i ;  

33; 
4, propor t i ona t e ly  much l e s s  f inanc ing  o f  t h e  a g r i c u l t u r a l  
R 
'4 

8 output  than before .  
4 
%I The r a t i o  of the  p o r t f o l i o  of loans  ou ts tand ing  t o  @jT 3 

-.n, $ 
"a '  

3 - gross  va lue  added has  r e c e n t l y  dec l ined  t o  a much g r e a t e r  
--).j 

& 
s 

-5 ex ten t  i n  t h e  case  of loans  f o r  l i v e s t o c k  than i n  t h e  case  

P 4 of loans f o r  crops .  This r a t i o  dec l ined ,  i n  t h e  case  o f  
- 

& ' l i v e s t o c k ,  from a peak of 82 .6 ,  f o r  1.975, t o  37.5,  f o r  1980. 

The non-unif orm g ran t ing  of long-term investment loans  

8, 
1:. .<" Jq 

4, , 
3 I ' 
% 
kL- 
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-3; 
e Table  11. Honduras. R a t i o s  o f  t h e  Flow of  New Loans of t h e  Banking 

-,I ->: System Granted During t h e  Years t o  Gross Domestic Product ,  
5 T o t a l  A s  Well As f o r  t h e  A g r i c u l t u r a l  and I n d u s t r i a l  S e c t o r s ,  
8 

- 

1970-1980. * 
kj 

- 

-2 
- 

GDPat  GDP a t  GDP i n  GDP i n  
Year Market P r i c e s  F a c t o r  Costs  A g r i c u l t u r e  I n d u s t r y  

6 -  -- 

-is& - -4 

2.A 1970 29.2 32.3  27.2 49 .3  



Table 12. Honduras. Rat ios  of t he  P o r t f o l i o  
Loans t o  Gross Value Added i n  This 

of Outstanding Agr icu l tura l  
Sector ,  1970-1980. 

Agricul ture:  

Crops : 

Coffee 

Sugar Cane 

Basic Grains  

Rice 

Corn 

Beans 

Livestock 

Source: Table F1 -- S t a t i s t i c a l  Annex. 
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an important b i a s  i n  these - 

z: 
"l! - P 

4 through time, however, introduces 
r: 

r a t i o s ,  t h a t  a r e  based on the s tock of c r e d i t .  Another 4- 
:@ 

important b ias  i s  introduced by defaul ted  loans which a r e  .- 2, P 
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not  wri t ten o f f .  For these  reasons,  a  b e t t e r  understanding 
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3 of the  s i t u a t i o n  i s  gained by looking a t  r a t i o s  computed 
3 3 on the  bas i s  of the flows, r a the r  than the s tocks ,  of c r e d i t .  
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I gross value added i n  crops increased from 22.5, i n  1970, t o  
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(. 
$7 -- 
i 
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24.5, in  1980. 

3 
A:> 
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$ Table  13. Honduras. Ra t ios  of t h e  Flow of  N e w  A g r i c u l t u r a l  Loans t o  

?. Gross Value Added i n  A g r i c u l t u r e ,  1970-1980. 
-.$, . 

t 
pi Agr icu l tu re :  
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i Crops : 
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Coffee 65.6 45.7 110.8 31.4 

- 4 
i. Tobacco 36.6 51.9 42.9 76.9 

Sugar Cane 41.8 63. !. 175.7 67.6 
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I 1 Table 15. Honduras. RaLlos of  t h e  Annual Flows of  N e w  A g r i c u l t u r a l  
Loans Granted t o  t h e  Gross Value of  t h e  A g r i c u l t u r a l  

-,. Output, 1970-1980. 
Kt 
"i; 
m 

s,., 
1 1970 1975 1977 1980 
"r 
& Agr icu l tu re :  20.6 19.5 31.4 15.2 
2 
-3: 
1. Crops : 1 7 . 6  22.8 39.5 16.2 
3 *i Coffee 60.1  37.6 103.9 26.7 

$ Sugar Cane 32.0 47.7 131.8 50.7 
-,- - - 
% '  

C. Basic Grains  11.0 25.0 13.9  22.0 
:.. 
b 
7: 
-- Rice 43.9 80.3 61.9 
4L 

82.2 
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i, i t e m s  included in one a c t i v i t y ' s  va lue  added. For t h i s  - 

7. reason ,  i t  may be b e t t e r  t o  observe t he  evo lu t ion  o f  t h e  - 
k 

.f? =.. r a t i o s  o f  c r e d i t  t o  t h t  t o t a l  va lue  o f  t h e  ou tpu t  of t h e  
$5 . . 2, s e c t o r .  
t: -+ 
F, The r a t i o  of t h e  p o r t f o l i o  of a g r i c u l t u r a l  l oans ,  

i outs tand ing  a t  t he  end o f  t h e  year ,  t o  t h e  g ros s  v a l u e  of  
-8- 0 
f< t h e  a g r i c u l t u r a l  output  inc reased ,  from 18 .9 ,  f o r  1970, -. - 

.EiR $,+ 

t o  26.1 ,  f o r  1975, and then dec l ined  t o  20.1 ,  f o r  1980. - 
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-.I In t he  case  of c rops ,  t h i s  r a t i o  increased  from 15 .0 ,  f o r  
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1970, t o  24 .1 ,  f o r  1975, and dec l ined  t o  20.2 ,  f o r  1980. 

! .-: I n  t he  case  of  l i v e s t o c k ,  i t  increased  from 39.2 ,  i n  1970, 
$8 U 

-"I' AT t o  50.7,  i n  1975, and then  dec l ined  t o  31.4 ,  i n  1980. 
t 

it A s i m i l a r ,  bu t  more pronounced, evo lu t ion ,  can be 
*' - 

9 -. 
IJ observed wi th  r e spec t  t o  t h e  r a t i o  of t h e  f low o f  new loans - - 

-% 

-4 gran ted  during t he  year  t o  t he  g ross  va lue  of  t h e  a g r i c u l -  -g 
%.:, 
-% t u r a l  ou tpu t .  This  r a t i o  increased  from 20.6,  f o r  1970, t o  - 

3. $ 
3 31.4, f o r  1977, and decl ined t o  15 .2 ,  for 1980. That i s ,  . 
$ .L 

=.I 
from t h i s ,  which i s  t h e  most important (and l e s s  b iased)  

T, 
C 

6.; pe r spec t ive ,  t he  r a t i o  o f  c r e d i t  t o  ou tpu t  was s i g n i f i c a n t l y  
f,> + 

lower a t  t h e  end of t h e  decade than a t  i t s  beginning.  q - 
2 

:i I n  summary, t h i s  important  measure, t h e  r a t i o  o f  c r e d i t  
7:; 
-:. .. . t o  ou tpu t ,  p o r t r a i t s  t he  s i g n i f i c a n t  con t r ac t i on  of a g r i -  
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1,. 
r' c u l t u r a l  c r e d i t  volumes t h a t  has  taken p lace  i n  Honduras -. -1. 

-$ 
b during th,e most r ecen t  years .  The behavior of  t h i s  r a t i o  I; 
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suggests  t h a t  t h i s  con t r ac t i on  has been o r i g i n a t e d  by a 
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2: 1. cont rac t ion  of  t h e  supply,  r a t h e r  than t h e  demand. That 

-k 
g: i s ,  a s  c r e d i t  s u p p l i e s  have dec l ined  f a s t e r  than ou tpu t ,  6 
P, 
t: t h e  r a t i o  has  diminished,  while t h e  smal le r  supply may be 

6 
b 

one p a r t i a l  exp lana t ion  of  t h e  s t agna t ion  o r  dec l ine  i n  

ou tpu t .  The behavior of  t h i s  r a t i o ,  combined wi th  t h e  

I! evoluat  ion of o t h e r  measures of c r e d i t  a v a i l a b i l i t y ,  i n  
t": 
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4.01 The r e l a t i v e  importance o f  BANADESA. 

Banco Nacional de Desar ro l lo  Agricola  (BANADESA) 

is  a  pub l i c  development bank s p e c i a l i z e d  i n  a g r i c u l t u r a l  

c r e d i t .  I n  1980 it rep laced  t h e  bankrupt Banco Nacional 

de Fomento (BANAFOM). This bank had been c r e a t e d  i n  1950, 

f o r  t he  purpose of providing development f inance  t o  a l l  

s e c t o r s  of  t h e  economy. That i s ,  BANAFOM d i d  n o t  s tart  o u t  

a s  a s p e c i f i c a l l y  a g r i c u l t u r a l  under taking.  Rather ,  

BANAFOM became a mixture of  a gene ra l  commercial bank 

wi th  a c r e d i t  and promotion agency, p a r t i c u l a r l y  f o r  t h e  

a g r i c u l t u r a l  s e c t o r ,  s e rv ing  bo th  reformed and non-reformed 

c l i e n t s .  A t  t h e  same t i m e  i t  p a r t i c i p a t e d  i n  s e v e r a l  

f irms a s  a shareholder  (e .g .  sugar  m i l l s ) ,  i n  t h e  marketing 

of b a s i c  g r a i n  and i n  s a l e s  o f  a g r i c u l t u r a l  i npu t s .  This  

m u l t i p l i c i t y  o f  func t ions  accen tua ted  t h e  u sua l  s h o r t -  

comings of  a development bank a s  we l l  a s  t he  p o t e n t i a l  

c o n f l i c t s  among i t s  d b j e c t i v e s .  Used a l s o  a s  a channel 

Eor p o l i t i c a l  patronag e l  t h e  evo lu t ion  of t he  i n s t i t u t i o n  

became inc reas ing ly  chao t i c .  



With the  A g r i c u l t u r a l  Cred i t  and Storage Loan (018) 
. . 

of 1969 and the. A g r i c u l t u r a l  Sec tor  Loan (025) of  1974, 

BANAFOM became A I D ' S  chosen instrument of  small farmer 

c r e d i t  i n  Honduras. The f i r s t  loan  was f o r  US$ 9.5 m i l l i o n ,  

and inclu-ed US$ 7 . 9  m i l l i o n  f o r  BANAFOM. I n  1973, a 

f u r t h e r  $744,000 was channeled through t h i s  bank out  of 

o t h e r  018 funds t h a t  had n o t  been used. The second loan  

was f o r  US$ 12 m i l l i o n ,  which included US$ 6 .3  m i l l i o n  f o r  

BANAFOM. M~re than US$ 1 m i l l i o n  of t e c h n i c a l  a s s i s t a n c e  

accompanied t he se  programs. 

A s  t i m e  passed it became inc reas ing ly  c l e a r  t h a t  

BANAFOM's p o r t f o l i o  was being concentra ted i n  t he  hands 

of  a few l a r g e  farmers.  A 1967 eva lua t ion  r epo r t ed  t h a t  

13  percen t  o f  t he  number of  borrowers accounted f o r  77 , 

percen t  of  t h e  amounts loaned. Another 1970 eva lua t ion  

xeported t h a t  t he  l a r g e s t  2 percent  of  t h e  borrowers were 

r ece iv ing  50 percen t  of BANAFOM's c r e d i t .  Also,  i t s  

f i n a n c i a l  s i t u a t i o n  continuously d e t e r i o r z t e d .  By t h e  

l a t e  1960s, delinquency w a s  d r e a d y  high--25 percen t ,  n o t  

counting r e f inanc ing .  As a r e s u l t ,  A I D  has i nves t ed  sub- 

s t a n t i a l  sums i n  eva lua t ions  and i n  t echn ica l  a s s i s t a n c e  t o  

t h i s  bank. The l a s t  and most ambit ious eva lua t ion  was under- 

taken by a team l e d  by Coopers and Lybrand and by American 

Technical  Ass i s tance  Center .  I t s  recommendations, combined 

wi th  t he  r e luc t ance  of i n t e r n a t i o n a l  agenc ies ,  t o  continue 



b 

funding the  bank, Icd t o  i t s  t ransformat ion i n t o  a 

s t r i c t l y  a g r i c u l t u r a l  bank: BANADESA. The successor ,  
X 
k however, was n o t  given a f r e s h  s t a r t .  BANAFOM's decapi- -a' 

-7 

$" 
t a l i z e d  accounts and h igh ly  del inquent  p o r t f o l i o  were mercly 

-d t r a n s f e r r e d  t o  t h e  new i n s t i t u t i o n .  -y - - 
g During the  1970s, t h e  r e l a t i v e  ,importance of BANAFOM- 
d 
& 
r- and-BANADESA1s p o r t f o l i o  of  ou t s tand ing  l o a n s ,  wi th  r e s p e c t  

t o  t h e  Honduran banking system, s t e a d i l y  dec l ined ,  from 

4 28.3  pe rcen t ,  i n  1971, t o  12.5  pe rcen t ,  i n  1980. The 
$. 
4% I r e l a t i v e  importance of  t h i s  bank became p a r t i c u l a r l y  

mj.; 
ti 

I 
low a f t e r  1976. On t h e  o t h e r  hand, t h e  con t r i bu t ion  of 

BANAFOM and BANADESA t o  t h e  banking sys tem's  p o r t f o l i o  

of ou t s tand ing  a g r i c u l t u r a l  loans  i nc rea sed  from 49.8  

percen t ,  i n  1970, t o  54.0 pe rcen t ,  i n  1975, and then 
F. 
47 

E7 dec l ined  t o  39.7 pe rcen t ,  i n  1980, t h e  lowest  p ropor t ion  

i n  two decades. Whiie t h e  r e l a t i v e  importance of t h i s  

bank, wi th  r e spec t  t o  t h e  p o r t f o l i o  o f  outs tanding loans  

f o r  c rops ,  inc reased  from 56.6 pe rcen t ,  i n  1970, t o  60.7 

pe rcen t ,  i n  1974, dec l ined  t o  42.9 p e r c e n t ,  i n  1977, and 

s l i g h t l y  increased  t o  45.0 pe rcen t ,  i n  1980; i t s  r e l a t i v e  





over 90 percen t  i n  t h e  cases of  corn and beans.  Coffee 

. llalances had represen ted  58.5 pe rcen t  of  t h e  t o t a l  f o r  t h e  

banking system i n  1974, bu t  i n  1980 BANADESA cont r ibu ted  

only 41.3 pe rcen t .  During t h e  "coffee  boom", i n  1977, 

BANAFOM's r e l a t i v e  importance w i th  r e spec t  t o  t h e  p o r t f o l i o  

of coff-e  loans  had dec l ined  t o  31.2 percen t .  The r e l a t i v e  

importance w i th  r e spec t  t o  t h e  p o r t f o l i o  of  co f f ee  loans 

had decl ined t o  31.2 pe rcen t .  The r e l a t i v e  importance o f  

these  banks w i th  r e spec t  t o  t h e  p o r t f o l i o  of  tobacco loans  

decl ined dramat ica l ly  from 78.6 p e r c e n t ,  i n  1971, t o  17 .0  

pe rcen t ,  i n  1980. This  r e f l e c t s  t h e  vigorous p a r t i c i p a t i o n  

of t h e  p r i v a t e  commercial banks i n  t h i s  a c t i v i t y .  Even i n  

the  case  of  b a s i c  g r a i n s  t he  r e l a t i v e  importance of  t h i s  

bank decl ined from 81.6 pe rcen t ,  i n  1972, t o  66.0 p e r c e n t ,  

i n  1980. This has  been due mostly t o  t h e  involvement of  

t he  p r i v a t e  commercial banks i n  c r e d i t  f o r  r i c e  product ion.  

With r e spec t  t o  t h e  flow of new loans  granted by t h e  

banking system, t h e  r e l a t i v e  importance of  BANAFOM and 

BANADESA dec l ined  from 20.8 p e r c e n t ,  i n  1965, t o  7.5 pe rcen t ,  

i n  1980. This  i s  a more r a p i d  reduc t ion  i n  r e l a t i v e  

importance than wi th  r e spec t  t o  t h e  p o r t f o l i o  o f  ou t s tand ing  

loans and i t  may r e f l e c t  t h e  f a c t  t h a t  i n  t h e  p a s t  BANAFOM 

granted a l a r g e r  propor t ion of  long term c r e d i t  than t h e  

commercial banks,  a s  wel l  a s  t h e  accumulation of  del inquent  

accounts i n  BANAFOM and BANADESA. 
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4 2b 
i; Table 2. HOnduBs BANAFOM and BANADESA. New Loans Granted During 

$ Year.- Propor t ion  Represented wi th  Respect t o  t h e  Banking 

3; System, 1965-1980 (Percentages) .  

t h e  

L- Agricul ture:  
1 
, ' -- 
a,; Crops : 

Coffee a Tobacco 

Ak, Cotton 
P Sugar Cane 

k' 
'5 Basic  Grains 
s , 

Rice n.a. 

6 Corn n.a.  

2 Beans n.a. 

R 
-%$ Livestock 57.2 

Indus t ry  13.8 



With r e spec t  t o  t h e  annual  flow of new a g r i c u l t u r a l  

l oans ,  t h e  r e l a t i v e  importance of BANAFOM and BANADESA 

dec l ined  from 59.8 pe rcen t ,  i n  1965, t o  24.4 percen t  i n  

1971. Afterwards i t  inc rea sed ,  t o  36.5 p e r c e n t ,  i n  1975, 

t o  dec l ine  t he  fol lowing year  t o  19.0  percen t .  It f i n a l l y  

represen ted  27.5 pe rcen t ,  i n  1980. These sharp f l u c t u a t i o n s  

i n  r e l a t i v e  importance have r e f l e c t e d  t h e  e r r a t i c  a v a i l -  

a b i l i t y  of funds from i n t e r n a t i o n a l  agencies and of  

c a p i t a l  con t r i bu t ions  from the  Government of Honduras. 

While i n  1965, BANAFOM gran ted  60.6 percen t  of  t h e  

banking sys tem's  new loans f o r  c rops ,  i n  1980 t h i s  propor- 

t i o n  w a s  only  33.8 percen t .  I n  between t h i s  r e l a t i v e  

con t r i bu t ion  f l u c t u a t e d ,  reaching a low 20.7 percen t  i n  

1976. The r e l a t i v e  con t r i bu t ion  of  t h i s  bank t o  t he  flow 

of  new l i ve s tock  loans dec l ined  s t e a d i l y ,  from 57.2 pe rcen t ,  

i n  1965, t o  9 . 8  pe rcen t ,  i n  1980. This r e f l e c t s  t he  a c t i v e  

p a r t i c i p a t i o n  of t he  p r i v a t e  commrcia l  banks i n  t he  World 

Bank-funded, Cent ra l  Bank-administered l i v e s t o c k  program. 

The r e l a t i v e  con t r i bu t ion  wi th  r e spec t  t o  new loans  f o r  

co f f ee  dec l ined  from 42.6 p e r c e n t ,  i n  1965, t o  13.8  pe rcen t ,  

i n  1976, bu t  then i nc rea sed ,  t o  34.8 pe rcen t ,  i n  1980, 

a s  t h e  commercial tanks  became more r e l u c t a n t  t o  f inance 

co f f ee .  I t s  r e l a t i v e  importance wi th  r e spec t  t o  t he  flow 

of  new loans f o r  b a s i c  g r a i n s  a l s o  dec l ined ,  from 93.8 

pe rcen t ,  i n  1968, t o  50 .1  pe rcen t ,  i n  1980, whi le  i t s  

con t r i bu t ion  t o  new l i v e s t o c k  loans  decreased from 5 7.2 

percen t ,  i n  1965, t o  9 . 8  pe rcen t ,  i n  1980. 
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4.02 The importance of  a g r i c u l t u r a l  c r e d i t  i n  BANADESA. 4 

- t A g r i c u l t u r a l  c r e d i t  has  always represen ted  over  
J 
4, 

4 t h r ee -qua r t e r s  of BANAFOM-and-BANADESA1s p o r t f o l i o  o f  ou t -  
r; 

.a-77 s t and ing  loans .  Af te r  1975, t he  bank has  devoted over 
1 

$ - 

85 pe rcen t  of i t s  p o r t f o l i o  t o  t h e  a g r i c u l t u r a l  s e c t o r .  
=-$ - 

3% An inc reas ing  propor t ion  o f  t h i s  bank's  p o r t f o l i o  has  
3 -7 -5 - -- 

WL 
been devoted t o  crops ,  and a  dec l in ing  sha re  t o  l i v e s t o c k .  -&*, 

=ii 
---% The r e l a t i v e  importance of crops i n  t h e  p o r t f o l i o  aug- .- 

2.7 
-$ 

A! 
mented from 39.3 pe rcen t ,  i n  1973, t o  69.9 p e r c e n t ,  i n  

2% 
4; 1980. The r e l a t i v e  importance of  l i v e s t o c k  balances - 

4; 
K 
k: diminished,  from 39.3 pe rcen t ,  i n  1973, t o  16.2 pe rcen t ,  a' 

04- - ,L i n  1980. Coffee, cot ton and b a s i c  g r a in s  have rece ived  
- 

the  l a r g e s t  i nd iv idua l  sha re s  among t h e  crops .  These 

t h r e e  sha re s  have increased  i n  t h e  most r ecen t  years .  
-'. g I n  connection wi th  t he  annual flow of  new loans  one 3 - 

5 must d i s t i n g u i s h  between "montos aprobados" (disbursed 
I$. 

l o a n s ) .  Agr i cu l tu r e  has  represen ted  over 70 percen t  of  - %Y 

t he  t o t a l  flow of  d isbursed loans .  This sha re  has  
-- 

experienced a  f l u c t u a t i n g  evo lu t ion ,  re f lec t i .ng  t o  some 
L i 

4: ex ten t  t h e  a v a i l a b i l i t y  o f  funds from a l t e r n a t i v e  sources .  
- 

The sha re  of  crops decl ined from 70.6 pe rcen t ,  i n  1965, . - 

t o  42.3  pe rcen t ,  i n  1973, and then increased ,  t o  70.6 -- 

F; pe rcen t ,  i n  1980. The s h a r e  of l i ve s tock  increased  from - 
G: 

2- 
&J 1 4 . 1  pe rcen t ,  i n  1965, t o  34.7 p e r c e n t ,  in  1972, and then - 

b --f i 

k - 
dec l ined  t o  5.0 percen t ,  i n  1980. The sha re  of  b a s i c  g r a in s  ' 

was unusual ly  high i n  1975 and 1976, bu t  then dec l ined  again .  
- 

- 



Table  3. Honduras. BANAFOM and RANADESA. Loans Outs tanding At t h e  

*, End of t h e  Year, by A c t i v i t y  Financed,  1970-1980 (Percen tages ) .  

;, 4 

Agr icu l tu re :  76.4 84.4 87.0 

-3 
3 

Crops : 
p 
i" 
I, Coffee --*' Tobacco 

Cot ton  
$ Basic Grains :  

Corn 

L ives tock  34.5 33.4 16.2 

Indus t ry  13.4 9 .9  6.5  

+. 
Q Source: ~ a b 1 . e  53 -- S t a t i s t i c a l  Annex. 
t! F 

Table 4. Honduras. BANAFOM and BANADESA. New Loans Granted During t h e  
Year, by A c t i v i t y  Financed,  1.965-1980L1 (Percen tages ) .  

1965 1970 1975 1980 

A g r i c u l t u r e :  85.9 71.6 84.9 76.2 

Crops : 70.6 41.3 65.0 70.6 

Coffee 11.7 12.5 1 0 . 3  28.8 
Cot ton 45 .6  10.5 11 .6  12.3 

4': Basic Gra ins  6.3 8 .0  24.2 15.9 
d 

Lives tock  14 .1  29.0 18.5 1 0 . 1  

I n d u s t r y  11.0  15.6 7.0 8.7 

r/Amounts a c t u a l l y  d i sbursed .  

Source: Table  62 -- S t a t i s t i c a l  Annex. 

* 
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c r e d i t  f o r  r i c e  decl ined by 24. 

f o r  l i v e s t o c k  decl ined by 46.8 

a g r i c u l t u r a l  c r e d i t  diminished 

t o t a l  flow of c r e d i t .  

4.04 The number of  loans .  

3 pe rcen t ;  and i t s  c r e d i t  

pe rcen t .  I n  genera l ,  

more r ap id ly  than BANADESA ' s 

h While t h e  number of  loans g ran ted  each year  does n o t  
x; 
; n e c e s s a r i l y  coincide  wi th  t he  number of c l i e n t s  reached,  
b. 
i -. =. i t s  evo lu t ion  i s  a proxy f o r  t h e  e x t e n t  t o  which t h e  bank 
-+ 
L* 
5 
:1 

i s  providing access  t o  formal c r e d i t  t o  var ious  c l i e n t e l e s .  

The main problem wi th  t he se  f i g u r e s  a r e  loans t o  reformed 
7 

groups. I n  t he se  cases ,  one loan reaches many farmers .  

By f a r  t h e  l a r g e s t  p ropor t ion  of  t he  number of  loans 

i s  f o r  crops and, among t h e s e ,  f o r  b a s i c  g r a in s .  While 

t he  number of  loans  i nc rea sed  during t he  f i r s t  h a l f  of  
&: 

d t he  1970s, it dec l ined  dur ing t he  second h a l f ,  i n  genera l .  
L': 

P a r t i c u l a r l y  dramatic has  been t h e  reduc t ion  i n  t h e  number 

of l i ve s tock  loans .  

While t he  number of  loans has been l a r g e ,  BANADESA's 

p o r t f o l i o  has been concentra ted i n  a few hands. I n  1980, 

l e s s  than 3 percen t  of  t he  number of borrowers rece ived  

64 percent  of t h e  amounts g ran ted .  The same yea r ,  1 2  percent  

of t he  borrowers rece ived  82 percent  o f  t he  amounts loaned.  

In  1970, on t h e  o t h e r  hand, 17.5 percent  of t h e  number of  

loans  had corresponded t o  83.5 percent  of t he  amount. 
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3,;. Table 5. Honduras. BANAFOM and BANADESA. Lcans Outstanding and New - 
-& +. Loans, i n  Real Terms. Mi l l ions  of Constant 1966 Lempiras, 

-1 

-i 1968-1980. 
.J =* 
-q 

7: 
uZ' 

bi' *.; 1968 1971 1974 1977 1980 
q- - 

Loans Outstanding: 64.8 81.6 76.9 71.3 - 
4. 
-7' 

- 

+? Agricul ture:  53.0 67.4 67.7 62.0 
mt 

:? Wb 

p: - Crops 28.6 36.0 44.3 49.8 
7- *, Livestock 23.4 30.0 22.2 11.6 
2% -4 - 

New Loans: 34.1 34.9 45.5 52.4 43.8 
-. 

?' 

s' Agricul ture:  25.5 26.7 35.0 48.1 33.4 
--& - 
%?: 
-a Crops 16.7 15.6 23.9 41.4 30.9 -3 Livestock 8.5 10.7 10.7 6.5 ' 2.2 

- 
Source: Tables 54 and 64 -- S t a t i s t i c a l  Annex. 

- 

Table 6. Honduras. BANAFOM and BANADESA. Number of New Loans Granted - 

4 ' During the  Year, 1970-1980. 
- 

1970 1975 1980 

Agriculture: 26,346 88,682 48,343 

Crops : 18,654 80,439 47,158 

Coffee 5,456 5,685 10,510 
Cotton 158 614 935 
Sugar Cane 683 1,598 1,120 
Basic Grains 11,273 65,435 '30,168 

Rice 955 9,163 4,868 
Corn 7,302 38,108 18,382 
Beans 3,016 18,164 6,918 

Livestock 7,569 8,014 1,113 

Total  27,386 90,634 48,845 

Source: Table 58 -- S t a t i s t i c a l  Annex. 
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4.05 The sources  o f  funds. 

The r e l a t i v e  importance of BANADESA1s t h r e e  sources  

of funds has f l u c t u a t e d  much during t h e  1970s. A t  t he  

beginning of t h e  decade, BANADESA's own resources  (depos i t s ,  

loans from p r i v a t e  banks and c a p i t a l )  accounted f o r  t h r ee -  

qua r t e r s  o f  i t s  loanab le  funds. I n t e r n a t i o n a l  agencies 

provided the  r e s t .  (See Tables 66 and 67 o f  t he  S t a t i s t i c a l  

Annex). The importance of BANADESA's own resources  dec l ined  

during t he  f i r s t  h a l f  of  t he  decade, whi le  t he  Centra l  

Bank funds and those  from i n t e r n a t i o n a l  agencies  augmented 

t h e i r  importance. The con t r i bu t ions  from t h e  Cent ra l  Bank 

have been p a r t i c u l a r l y  c r u c i a l  towards t h e  end of t h e  

decade. In  1980, BANADESA's own funds con t r i bu t ed  34.7 

percent  of  t h e  t o t a l ,  t h e  Cent ra l  Bank cont r ibu ted  40.5 

percent  and the  i n t e r n a t i o n a l  agencies con t r ibu ted  24.8 

percent .  
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Table 7 .  Honduras. BANMOM and BANADESA. Portfolio 
of Outstanding Loans, According to Sources 

i+ 

--I. of Funds, 1970-1980 (Percentages). 

&, 
-T 

h: 
-& 
%j' 

1970 1975 1980 

A, -9, 

li BANADESA 75.8 39.8 34.7 
4 -, 

E Central Bank -- 20.0 40.5 

International Agencies 24.2 40.2 24.8 

t, 4. AID 9.8 9.2 8.8 
t& 

F 
4 Source: Table 67 -- Scatistical Annex. 

f 
t. - 
i' 

.Jg 
4 



STATISTICAL ANNEX, Chapters I through IV 

(74 Tables) 



TABLE I, BONDURAS: BANKING SYSTEM. LOANS OUTSTAhVINO AT THE P,VD OF TEE mR, BY 
ACTIVITY FINANCED ( '000 LWiIiUS) I970-198Oo 

AGZCULTUiG 

Cropa 
E ~ a m s  
Coffee 
Totacco 
Cotton 
Supr cane 
Besic grains 

iiice 
corn 
E e ez3 

Other 

Livestock 
Dther 
Poultzy 
Forestry 
Eoney 
Fishing 

IKDUSTR? 
SEYdICLJS 
REAL ESTATE 
CW?!E.XCS 
CO!ISUKrTION 
CTHZH 

TCTAL 335r48.1 354,739 399,741 409,706 559,547 669,786 803,235 984,652 1,117,096 1,259,134 1,347,277 

SOURCE: Banco Cent ra l  de Hondure.6: Boletin E s t a d h t i c o  Mennltal. Several yanrs. 



TABLE 2, HONDURAS: BAFXING SYSTEM- LOANS OUTSTANDING AT THE N D  OF TRE m R ,  
BY ACTIVITY FINANCED ( '000 LEXPIRAS) 1960-7970, 

hG2ISULTURZ 

Cropo 
Beranas 
Coffee 
Tobacco 
Cot ton 
Sugzr cane 
Basic grains 

Rice 
Corn 
Beens 

Other 

Liventock 
Other 

Poultry 
Forestry 
Honey 
Fishing 

INWSTRY 
SZi\VICES 
REAL ESTATE 
COMXERCE 

-- - - -- 

TOTAL 65,024 69,686 75,823 83,396 99,591 129,054 164,036 206,444 233,058 288,133 335,481 

S3UhCEt Banco Central de Honduroe: Boletin Estadiotico Mensual. Several years. 



TABLE 3. HONDURAS: COXHERCIAL BANXS. LOANS OUTSTANDING AT THE EHr) OF TBE YEAR, BY 
A C T I V I T Y  FIXANCED ( '000 LEHPIRAS) , I970-198O. 

C r o a s  
Bnnanaa 
Coffee 
Tobncco 
C o t t o n  
Sugar caas 
Basic graine 

Rice . 
Corn 
Beena 

O t h e r  

Livestock 
O t h e r  

Poul try  
Forestry 
Z o n e y  
Fishing 

INDUSTRY 
SERVICES 
REAL ESTATE 
COI-:I.;ERCE 
COXSUEFTION 
OTHER 

SOURCE: Bnnco Central de Hondurae: B o l e t i n  E s t s d i s t i c o  Hensual. Several  years .  



TABLE 4. HONDURAS: COKMERCIAL BANKS. L9Ah'S OUTSTANDING AT TXE END OF THE w, BY 
ACTIVITY FIXANCED ( ' 0 ~ 0  LEMPIX), I 96O- Ig7O.  

AGRICULTURE 

Crops 
Eananae 
C o f f e e  
T o b w c o  
C o t  ton 
Sugar cane 
Dasic grains * . 

Rice 
C o r n  
B e e n e  

Other 

SOURCE! Banee Central de Honduras: Boletfn Estadist ico  E e n c u a l .  Several years. 



TABLE 5. HONDURAS: DS%LOPHE;JT ,BANKS. ZOAh'S OUTSTANDING AT THE END OF THE YEAR, BY 
ACTIVITY FINAXCED ('000 LWIIRAS), 1970-1980. 

AGRICULTUE 

Crops 
Bananas 
Coffee 
Tobacco 
Cotton 
Sugar cane 
Basic grains 

Rice 
Corn 
Beens 

Cther 

Livestock 
Other 

Poultry 
Forestry 
Boney 
Fishing  

IND'JSTRY 
SEEiVICES 
PZAL ESTATE 
CCXXZRCE 
CONSUHFTION 
OTHER 

SOURCE: Banco Central de Honduraos Bolet in  Estadistico Mcnsual. Several years. 



TABLE 6. HONDURAS: DEVELOPMENT BAIXS. LOANS OUTSTANDINO AT THE LI?D OF THE 
mR9 BY ACTIVSTY FINANCED (*000 LEMPIRAS); 1960-1970, 

AGXCULTURE 

Crops 
Bananas 
Coffee 
Tobacco 
Cotton 
Sugar cane 
Basic grain6 

Rice 
Corn 
Beene 

Other 

Livestock 
Other 

Poultry 
Forestry 
Hoccy 
Fishing 

INDUSTRY 
SERVICES 
REAL ESTATE 
COXFIERCE 
CONSUHFTION 
m B'L? 

TOTAL 12,022 12,937 15,630 19,431 24,415 33,221 40,753 50,859 56,754 67,437 73,104 

SODRCEI Banco Central de Eondurns: Boletin Ee tad i s t i co  Menounl. Several yeare. 



TABLE 7. HONDURAS: BANKING SYSTEM. NEM LOANS GRANTED DURING THE YEAR, BX 
ACTIVITY' mrrArr;m ( '000 LEKPIPMS) , 1 9 7 0 - 1 9 8 0 .  

AGRICULTURE 

Crops 
Eonanaa 
Cof fce 
Tobacco 
Cotton 
Sugar cane 
Basic arainn 

Rice 
Corn 
Secns 

Other 

Livestock 
Other 

Foul t ry 
Forest ry  
fiozey 
Fishing 

IKDUSTR~! 
SERVICES 
2EAL ESTATE 
CO?~l-ZRCE 
C0::SUEUTION 
O T H E 3  

SOURCE: Banco Central de Honduras: Boletin Estadistico Mcneual. Several years. 





TABLE 9. IIONDU.WG: COMMERCIAL BANKS. NSW LOAh'S GEUNTED DURING TEE YEAR, BP 
ACTIVITY F'INM'CED ( '000 LEXPIRAS), 7970-1980. 

Crops 
E a r n a s  
Coffee 
Tobacco 
Cotton 
Sugar caae 
Basic grains  

Rice 
Corn 

- Beens 
Other 

Livestock 
Other 

Poultry 
Fozestay 
Zoney 
Fishing 

IHDUSTRP 
SERVICES 
WAL ESTATE 
COXHEECE 
CO~iSUI.fITION 
OTHER 

SOURCE: Bmco Central de Eondurae: B o l e t h  Estadiati  co Eleneual. Several years. 



TABLE ?O. EONDURAS: CCMERCIAL BAhXS. NEW LOANS GRANTED DURING THE YEAR, BY 
ACTIVITY FINAMCZD (lo00 LEXPIRAS), 1960-5970. 



TABLE 11. HONDUEWS: DEVELOPMEZIT BANKS. NEd LOANS GRANTED DU-SING THE XEAR, BY 
ACTIVITY FIIIANCED ( '000 LE4PIRAS), 1970-1980. 

AGRICULTURE 29,894 29,958 41,556 44,418 47,728 57,Obl 54,621 705,946 9~1,061 113,538 68,014 
Crope 

Bncanas 
Coffee 
Tobacco 
Cotton 
Sugar cane 
Easic graina 

Rice 
Corn 
aeena 

Other 

% V ~ R ~ O C ~  

Cther 
Poultry 
Forc~try 
Borey 
Fishing 

IKDUST3P 
SEZVICES 
REAL ESTATE 
COYXERCE 
COSSUMFTION 
OTIIZR 

TOTAL 44,121 41,167 50,048 56,468 61,741 65,904 76,937 175,216 151,444 223,473 222,939 

SOUiZCE: Banco Central de Honduras: Boletin Estndistico Mensual. S e v e r a l  years. 



- 

TOTAL 10,404 7,770 13,629 16,691 21,697 31,775 34,798 37,263 36,696 35,329 44,121 
* - .  . n 

SOURCE: Bmco Central de Honduraer Bolct ln  Eetadiet ico  Mensual. Several years. 
- 





TABLE 14. RONDUPAS: LOANS OUTSTANDING AT THE END OF EACH YEAR. PRC)PCEION REPRESENTED 
BY THE CO~SRCIAL BANKS WITH RESPECT TO TXE BANKIISG SYSTEX. (PERCENTAGES). 
1960-1970, 

AGRICULTURE 
Crops 

Bananae 
Coffee 
Tobacco 
Cotton 
Scgnr cane 
Basic graine . 

Rice 
Corn 
Beene 

Other 

Livestock 
Other 

Poultry 
Fores t ry  
Eoney 
Fiching 

I~~DUSTBY 
SSVICES 
EN, ESTATE 
CGXZZRCZ 
COXSLIUTION 
mHER 

33.6 
36.9 -- 
52-3 -- 
lo. 6 -- -- -- -- -- 
51.6 

TCTAL 64.5 64.8 64.6 64.2 63.4 60.4 60.1 60.9 65.6 67.5 68.4 

SOURCE: Computed i r o n  data in Baneo Central  de Honduras. Boletin Eetadfetico Meneual. Several yeare. 



-- - -- pp - - - - -- 

AGRICULTURE 50.6 51.5 54.3 53-5 55.1 54.1 51.4 46.0 45.5 44.8 45.5 
Crops 

Banaiae 
Coffee 
Tobecco 
C o t t o n  
Sugar cane 
Basic grains , 

Rice 
Corn 
Beens 

Cthez 

53- 1 
22.5 
41.3 
17.0 
69.2 
52-5 
66.0 
41.2 
go, 6 
93.5 
65.7 

Livestock 5702 54.9 57.6 56.8 55.1 56. I 52.2 51 -5 45.7 38-9 34-5 
Otber 8-4 11.7 11.9 11.1 11.4 72.6 7.4 5.7 3.9 4.2 5.3 
~0ultx-y 28.8 40.5 45.6 45.9 38.4 32.4 24.7 19-9 14.4 16.8 15.3 
Forestry 0.5 00 7 1.2 1 -0 1.5 2.9 2. 1 2.3 2.3 2.8 2- 9 
Boney 52.2 49.4 62.9 78-9 83-5 76.7 69 5 55- 3 65.9 56.8 51.9 
Fishing 1.5 1.8 1. 1 0.7 0. 5 0.6 0.5 0.4 o* 3 0.2 0.9 

IBDL'STRY l3-5 12.9 1'4-2 12.7 11.6 10.5 14i7 25.8 34.0 37.4 42.4 
SSRVICES 4.1 3.9 4.5 3.4 5.5 5.6 9.0 12.8 12.8 18.0 2E,? 
REAL ESTATE 9- 9 l*9 1.5 0-9 0.8 0.7 0.6 0.5 0.7 0.8 0.8 
COXI-SAGE 4.2 5.4 4-3 5.5 5.7 3- 7 2.1 2.3 1-3 1.3 2.1 
COSS~MPTION 7.7 2.1 1.6 0.8 0.5 0.5 0-3 0.3 0.4 0.6 0.7 
GTX EB -- -- -- -- -- -- 17.4 -- -- -- -- 
TOll AL 21.8 21.5 21.9 20.5 27 03 20.3 20.1 20.6 21 -7 22.7 24.8 - -- - 

SOURCE: Computed from data i n  Banco Central de Honduras. Bolet in  Estadis t ico  Hensual. Several yeare. 



TABLE 16. HONDURAS: LOAKS OUTSTANDING AT THE END OF EA:,? YCAR. PROPORTION REPRESSh"PED BP 
THE DEVELOPYZNT BANKS WITS RESPECT TC THE EANKIRG SYSTM. (PERCENTAGES), 
I96O-Ig7O. 

AGRICULTURE 

Crops 
Bamnae 
Coffee 
Tobacco 
Cotton 
Sugar cane 
Basic grains 

Rice 
Corn 
Bcene 

Other 

Livestock 
Other 

Poultry 
Foreatr~r 
Eorey 
Fishing 

IND'JSTR'I 
SERVICES 
RSAL ESTATE 
COr!-:ZBCE 
CGSSUHFTION 
OTHEX 

65.5 
64. 6 -- 
47.3 
go. 4 
84.3 -- -- -- -.. -- 
58.0 

69.1 
41 .O 
41.0 -- -- -- 
15-7 
4.3 
7.4 
2.1 

TOTAL 18.5 18.6 20.6 23- 3 24.5 25-7 24.8 24.6 24.4 23.4 21.8 

SOURCE: Compted from da ta  i n  Banco Central de Honduras, Boletin Sstndiatico Mcneual. Several years. 



TABLE 17. H O N D U M :  N E W  LOANS GRANTW DURING TElS YEAR. PROPORTION REPRESENTED BY THE 
COXNEXIAL BAhXS WITH RESPECT TO TH2 BANKING SYSTPi. (PERCE2lTAGES). 
1970-1980. 

Crops 
Bannnae 
C o f f e e  
Tobacco 
Cotton 
S u ~ e r  cane 
Basic graine 

Rice 
Corn 
Beens 

Other 

Livestock 
Other 

Foultry 
Forestry 
Boney 
Fishing 

INDUSTRY 80.0 
SEWICFS 9 1 I 
REAL ESTATE , 95.4 
CCCXEGCS 84.0 
COXSUWTION 98.8 
OZIREX 99.9 

SOURCE: Cosputed from data in Banco Central de Honduras. a o l e t f n  Es tad i s t i co  Mensual. Several years. 
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TABLE 46. HONDURAS: BANKING SYSTEM. NEV LOANS GRANTED DURING THE YEAR. 
ANNUAL RATES O F  GROldTEi I N  REN, TERYS. (PERCENTAGES). 1951-1970. 

AGRICULTURE 5.5 61.5 6 24.6 32.3 9-7 2-2 74.5 37.3 34.3 
Crops 

Bmsnas 
Coffee 
Tobacco 
Cotton 
S u g ~ r  cane 
Basic grains 

Xice 
Corn 
Beene 

Other 

Livestock 
Other 

Poultry 
Forestry 
Ifoney 

. . Eiehing 

INDUSTRY 30.7 7 3  21-7 40.0 47.1 24.1 49.0 7-8 43.3 33-9 
SERVIC~S 0.7 50.7 -21.6 3 57.9 20.3 7.8 18.4 32.3 0- 3 
REAL ESTATE - 5 . 2  -4.3 -18.0 2 . 6  34.0 20.8 51.6 18.4 27.3 34.6 
COXXEiiCS 0.2 14.4 2.4 20.2 16.6 19.4 33.0 -19.1 17.3 14.2 
CO~LSUGPTION 3-6 31.4 -16.4 22.8 23.6 49.7 54.8 - 8.7 29.6 19.5 
(YTHER ---- ---- ---- ---- ---- ---- ---- ---- 61.9 -13.4 

SOURCE: Computed f rom Table 40. 



TABLE 45. HONDURAS: BAXKIKG SYST2.X. NEW LOANS GRANTED DUSUCNS THE YFXR. 
ES;NUAL RATES OF GROWTH IN REAL T E ~ S .  (PERCENTAGES). 1970-1980. 

Crops 
Baoanas 
Coffee 
Tobecco 
Cotton 
Sugar cane 
Bnoic  grain6 . 

Rice 
Corn 
Bc ens 

Other 

Liveotock 
Other 
Poultry 
Forestry 
Honey 
Fishing 

INDUSTRY 
SERY ICES 
REAL ESTATE 
CCXRSSCE 
CCSSJXPl'ION . 
CYiHZR 

SOURCES Computed from Table 39. 



TABLE 44, HONDURAS: DEVELOPMENT BANKS. NW LOANS GRANTED DURIh'(3 T9E YEAR 
BY AGTIVXTP FINANCED, 18 RSAL TERYS. ('000 CONSTAhT LETIPXRAS 
o r  1966) 1960-1970. 

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 I970 

AGRXCULTURE 7,782 6,179 11,214 13,988 20,147 27,488 29,283 28,511 26,036 25,332 27,552 
Crops 6,854 4,730 8,283 9,753 15,695 22,625 22,890 20,040 17,123 16,281, 15,804 

Banmae ----- 3 9 1 I ----- ------ ------ ------ --I--- ------ ------ 
Coffee 3:747 1,511 2,202 2,125 2,580 3*739 3,417 3,575 3,439 3,707 4,782 
Tobacco ----- __I.__ ______ ______ 601 1,279 2,758 3,137 1,319 1,294 1,047 
Cotton 2*846 2,448 4,652 5,560 9,972 14,473 12,201 8,701 8'552 6,348 3,961 
Sugar cane ----- 871 175 1,212 ----- ------ ------ ---- -- - --.-- - 1,804 ----- ----- ------ ----.-- ------ ------ 918 
Basic grains 2,674 3,284 1,1148 2,783 3,111 

Rice ----- 166 3Q7 100 207 211 ----- ----I- ------ ------ -----. 
Corn ----- ----- ------ - -  ------ ------ 1.985 2,403 1,712 2,232 2,411 
Been8 ----- 523 535 234 --I-- -----I ------ ------ I--- - 

Other 
487 

892 772 1,430 2,069 2,542 3,134 36 472 2,183 , 1,971 
Livestock 928 1,449 2,914 4,176 4,206 4.5% 6,014 8,263 8,548 9,158 11,198 
Other ----- ----- I 6 60 246 334 379 209 365 208 ----- --"-- 549 

Poultry 16 60 246 334 379 209 360 171 
Forcstry ---me ----- ------ ------ ------ ------ ------ ------ ------ : 1 10 

433 

Horey ----- ----- ------ ------ ------ -____- ______ _I__-_ -_I__- 11 
f i s h f  ng ----- ----- ------ ------ ------ ------ -I---- ------ 15 

2 14 70 
INDUSTRY 567 585 1,589 1.723 1,499 3,513 2,969 3,758 2,834 2,674 6,780 
SELPVICES ----- 42 322 '117 11 722 624 529 296 642 897 
R E U  ESTATE 2,948 1,268 1,002 525 174 24 460 935 2,809 1,616 920 
CC:.X.'.ZBCE 257 409 646 1,082 576 225 832 1,255 7,135 2,917 4,295 

. CO:ISUNPTION 7 ----- 9 21 7 92 630 1,507 1,499 367 ----- miim 217 
--me- --.--- ------ ------ ------ ------ ------ ----. ------ 

TOTAL 11,560 8,483 14,782 17,756 22,414 32,064 34,798 36,497 35,284 33,550 40,664 
P 4 

SOURCE; Compted from Banco Central de Honduras, Boletin Eetadistico Keneunl, soveral years. Values deflated by the 
.annual average of the general conaumer price index. 

' I  
- ---.- 

I I 
I I '  I I 



1970 1971 1972 1973 I974 1975 1976 1977 1978 1979 1980 

AGRICULTURE 279 552 27,062 36,230 36,648 34,993 3,698 35,%7 63,100 50,738 58,797 38,367 

Crops 15,804 15,777 20,545 20,575 23,914 29,628 29,091 56,381 45,954 54,503 36,061 
Banmas I? 3 2 ------ - ----- ------ 157 ------ ------ ------ -----. 
C O ~  f ce 4,732 5,482 5,475 5,858 7,077 4,709 11,394 29,936 25,699 27,727 72,580 
Tobacco ' 1,047 863 1,519 1,161 1,129 799 41 6 58 78 45 60 
Cotton 3,961 2,781 4,535 6,343 7,205 795 2,?59 4,032 6,487 8,264 5,283 
Sugar cane 918 1,272 950 872 958 1,238 4,778 16,069 3,997 8,257 3.~69 
Basic grains 3,111 3,714 4,758 3,873 5,844 11,017 7,648 4,784 6,833 6,211 6,772 

Rice 21 1 559 1,499 79 1 834 3,402 1,503 1,299 1,270 2,159 1,611 
Corn 2,411 2,667 2,688 2,613 3,879 6,462 5,772 3,104 5,025 3,669 4,563 
Beens 487 487 530 469 Ill 1,151 572 380 536 619 

Other  1,971 1,659 2,353 2,466 1,697 6,590 2,338 1,500 2,850 3,998 382 8,295 
Livertock 41,198 10,816 10,898 15,492 10,666 8,447 5,968 6,466 4,562 4,177 2,060 
Other 549 467 785 580 4 10 622 246 252 230 177 245 

Poultry 453 424 '127 411 253 493 743 745 753 '106 178 
Forestry 10 9 I 3  17 4 2 ----- 2 6 5 I 
Honey 15 23 40 150 147 111 80 101 48 60 68 

3 -0,--0 ,,,--, Fishing 70 10 14 22 2 21 4 56 
INDUSTRY 6,780 5,802 L 9 5 2  4,623 3,546 3,210 10,151 37,989 28,117 40,707 30,350 
SESVICSS 897 811 603 754 1,951 1,159 3,074 6,903 4,762 14,205 26,757 
EAL ESTATE 920 594 372 149 191 198 9 96 280 354 498 
CO!-!!!ZSCE 4,295 2,643 2,165 4,274 k.455 1,397 1,233 2,246 1,330 1,606 1,673 
C@:ISUHPTION . 217 274 303 139 40 4 6 15 20 ----- me--- ----- 87 ----- ----- ----- 91 ----- 56 ----- 136 
OTBER ----- 

SOURCE; Computed from Banco Central de Hondurae, Boletin Estadfetico Henaual, several yeare. Valueo deflated by the 
annual average 0;;' the general contjumer p r i m  index. 



TABLE 42. HOSDURAS: COXYERCIAL BA)iKS. NEM LOANS GRANTED D U Z N O  THE YEAR BY 
ACTIVITY FINMICED, I N  REAL TEBI4S. ('OW COtiSTWiT LPSPIRAS 
OF 1966). Ig6O-Ig7O. 

C - .  d 

1960 1961 1962 1963 1964 1965 . 1966 1967 1 968 7969 1970 

XOXCULmBE 4,213 6,454 9,210 13.278 13,657 76,559 19,420 20,499 29,914 50,704 74,576 
Crops 39447 5,122 6,999 10,428 11,125 13,704 14,997 14,576 16,915 31,490 41,505 

aananae ----- ----- 378 721 862 ----- ------ ------ ------ ------ ------ 
~ o f  f ea  1,681 3.055 3,842 4,637 5,085 4,867 6,319 6,905 8,567 20,071 25,695 
Tobacco ----- ----- ----- ------ 909 478 242 584 541 704 1,207 
Cotton 83 383 1,010 3,134 2,706 4,338 2,h14 1,796 1,253 1,440 ----- ----*- ----- ------ ------ ------ 673 
Sugar cane 2,153 879 1,492 2,317 2,931 
Basic grains ----- ----- ----- ------ ------ ------ ----- em..-- ----- ------ ------ ------ 7,069 1,255 1,542 2,356 3,170 

Rice 782 1,082 720 684 1,500 
Corn ----- ----- ----- ------ ------ ------ 181 ----- ----- ----- ------ ------ ------ 115 692 1,483 1,275 
Beena 106 58 129 188 

Other 
394 

1,682 1,685 2,148 2,661 2,457 3,962 2,830 3,217 3,209 3,929 6,963 
Livestock 767 1,332 2*?70 2,566 2,209 2,475 3,710 4,102 7,807 12,934 24,462 
Other ----- ----- 4 1 284 331 379 713 1,411 5,191 6,279 8,608 

Por-? t r y  ..---- -_-..- 41 284 331 379 713 1,411 2,246 1,843 1,945 
Foreetrp ----- ----- ----- ----_- ---_-_ -__-_- -_____ ______ ----- ----- c--- -----w ------ ---<--- ------ ----w- 

2,385 3,676 39333 
Honey 22 28 
Fiahing me--- ----- ----- -I---_ ------ ------ --..__- ------ 3 6 

537 731 3,292 
IKDCSTRY 6,559 8,718 8,363 10,428 14,052 17,557 21,160 33,950 37,035 57,704 76,714 
SERVICES 5,131 5,293 7,289 5,757 8,144 10,603 1'+,37'+ 16,376 18,548 24,943 24,277 
B U L  ESTATE 6,414 6,383 7,245 5,533 79799 10,980 13,623 20,744 24,946 35,627 50,013 
20XXEIICE -27,294 27,260 30,935 31,203 37,876 44,479 52,422 70,569 54,723 58,289 65,814 
C O ~ S U M M ~ I O N  3,546 3,355 4,880 4,229 5,365 6,486 8,665 71,358 14,824 22,666 27,235 
OTESB ----- we--- ----- ------ ------ -"---- ------ ------ 689 1,443 1,998 

TOTAL 53,188 57,383 67,972 70,421 86,876 106,665 129,664 173,416 180,680 251,379 320,626 
D - -  lu . - - -  - 
SOUBCEt Computed from Banco Central do Bondurao, Bolotfn E s t n d i ~ t i c o  tfenoual,  several  years. Valuee def lated  by tho 

annual average of the general consumer price index. 



TABLE 41. EOBDURAS: COMNERCIAL BANKS. NEW LOAiiS GRAXTED DURING THE PEA2 BY 
ACTIVITY FINANCED, I N  REAL TERMS. ('000.CONSTANT LEMPIRAS 
OF 1966). 1970-19EO. 

w - .  . - *ar la: 

1970 1971 1972 1973 1974 1975 1976 7977 1978 1979 1920 

AORICZILTURE 74,576 79,534 88,397 77,545 68,777 66,415 124,725 160,880 136,614 136,266 83,074 
C r o p s  41,505 38,640 31,820 33,625 30,439 81,028 88,963 127,045 103,344 92,373 55,403 

Benaae 862 852 1,077 1,046 ' 1,104 5,793 989 593 109 425 20 1 
Coffee 25,695 23,647 :8,801 20,335 15,480 18,591 70,684 98,726 70,808 48,585 23,680 
Tobacco 1,207 834 1,695 1,855 1,799 2,508 2,603 3,761 7,414 13,453 6,832 - 
Cotton . 673 166 383 144 258 ,103 792 3,057 3,328 3,835 2,758 
Sugar cane 2,931 3,162 2,713 3,126 2,954 6,410 5,121 8,134 7 . ~ 1  10,843 8,946 
Ba~ic grains 3 , 170 3 2,578 1,895 3,338 4,993 2,967 3,941 5,834 6,216 7,123 

Rice I ,500 1,091 356 745 2,022 3,025 1,839 2,389 5,034 5,273 6,421 
Corn 1,275 1,094 1,344 862 1,152 1,811 1,036 956 728 82 I 614 
Beens 394 305 378 287 163 I 5+ 9 1 84 70 121 

Other 
87 . 

6,963 6,855 4,630 4,622 5,473 7,628 5,793 8,831 8,547 9,013 5,859 
Livestock 24,462 30,681 44,539 31,525 26,377 14,976 15,643 73,646 17,255 27,667 20,529 
Other 8,608 10,213 12,037 12,394 12,021 10,409 20,119 20,188 16,014 16,225 7,141 
Poaltrp 1,945 ?,785 3,899 1,728 2,008 3,059 3,168 4,979 3,927 2,397 2,252 
Forestry 9,333 4,565 5,944 5,136 4,895 3,116 2,226 1,757 1,872 1,812 1,052 
Honey 36 49 83 99 73 137 288 328 154 178 242 
F i s h i n g  3 292 3,813 4,109 5,429 5,043 4,097 14,435 13,123 10,059 11,857 3,593 

. INWSTRY 76,714 78,593 85,204 89,893 89.903 95,050 111,753 121,683 124,669 111,536 84,204 
SERVICES 24,277 28,833 23,310 19,941 45,484 56,358 52,4?1 65,589 68,988 91,152 71,808 
R i 3 L  ESTATE . 50,010 47,987 47,826 40,766 41,085 44,843 45,049 52,462 48,667 52,043 32,146 
COKKERCE 65,814 56,793 92,571 933c94 717,460 134,898 175,378 190,514 265,111 226,142 162,369 
C0iiSUP:FTION 27,235 23,015 27,517 23,268 21,519 20,637 24,543 28,634 29,654 27,366 22,809 
OT K-a 1,998 1,692 1,557 1,038 2,014 1,700 3,079 3,279 3,759 3,296 4,976 

T ~ A L  320,626 315,855 366,336 345,549 386,245 419,905 537,000 623,044 676,865 648,403 461,388 
- .  

SOURCE: C o m p u t e d  from Banco Central do Bonduras, Bolutin Estadfstico Mensual, Several ycraro. Values def lated by the 
annual average of the general con6umor prico indox. 



TABLE 40. HONDURASt BANKING SPSTXX. N'L;H LOANS OWiTFP DURING THE YEAR Pf 
ACTIVITY FINANCED, I N  REAL TEIUIS. ('000 CONSTANT LEMPIRAS OF 
1966). 1960-1970. 

Crcps 
Bananas 
Coffee 
Tobacco 
Cotton 
Sugnr cane 
B a s i c  grain0 

Rice 
Corn 
aeene ------ ------ ------ 

Other 2,574 2,475 3,577 

-- - - 

TOTAL 68,500 70,865 86,820 92,235 115,739 151,201 780,225 231,366 235,139 310,443 39 ,425  
-- - - . .  s .  - . 4 

SOURCE: 

I 

Cosputad from Banco Central de Uondurao, Boletfn E s t a d f c t i c o  Hensual, severel years. Veluee deflated by the 
annual average of the general coneurner price index. 

I 
I 



TABLE 39. HONDURAS: BANKING SYSTEM. NEW LOANS GRANTED DURING THE YEAR BY 
ACTIVITY FLtAKCED, IN REAL TEWS- ('000 CONSTAKT LEMPIRAS OF 1966). 
I 970-1980. 

AGFUCULTURE 106,609 109,584 125,980 
Crops 58,976 55,933 539 150 

Banmas 8 73 886 1,020 
Coffee 37,178 30,233 25,001 
Tobacco 2,255 989 4,215 
Cotton 4,635 2,937 4,978 
Sugar cane 3,948 4,604 3,663 
Besic grains 6,921 6,890 7,347 

Rice 1,793 2,250 2,355 
Corn 4,246 3,842 4,033 
Beens 882 797 959 

Other 9,763 8,649 6,983 
Livestczk 36,930 42,717 60,006 
Other 10,702 10,934 12,823 

Poul t  rp 2,448 2,223 2,626 
- P o r e e t q  3,343 4,663 5 ~ 9 5 5  

Ecney 52 73 124 
Fishins 4,857 3,973 4,113 

SOURCE: Computed from Bancn Central da Bonduraa, Boletin Eetadistico Henoual, Several ye or^, Value8 deflated by the 
annual average of the general consumer price index. 



TABLE 38, XONDURAS: DEVELOPMENT BANKS. LOANS OUTSTANDING AT TBE END OF TBE PEAR. 
ANNUAL RAT= O F  GROHTH I N  REXL TENS.  (PEXENTAGES). 1971-1980. 

Crops 
Ekmanae 
Coffee ' 
Tobecco 
Cotton 
Sugar cane 
Basic grains 

Rice 
Corn 
Bcens 

Other 

Livestock 
Otber 

Fold, t rp 
Fcreetry 

, .Honey 
Fishing  

INDUSTRY 
SEP.vICES 
REAL ESTATE . 
CQbP;z2CE 
CO::SUMPTION 
Oi'KZR 

- - 

TOTAL 8.7 7-0 6.8 5.7 12.6 - 16.9 13,1 -0.9 6.7 
D -. - .  - 
SOURCE: Computed f ro s  Table 35. 



TABLE 37. BOhPURAS: COZITIERCIAL B h i .  LOANS ODTSTANDIXG AT THE END OF THI: YEAR. 
ANNUAL MTES OF GRO'iPTII Iti REAL TEWS. (PERCENTAGES). 1971-?98O, 

A G X C U L r n R E  

Crops 
Bananas 
C o f  f eo 
Tobacco 
C o t t o n  
Sugar caqe 
Basic grains 

Rice 
C o r n  
Beens 

Other 

Liveet ock 
Other 

Poultry 
Forestry 
Honey 

. . Fishing 

- IND'JSTRP 
smnczs 
R X  ESTATE 
CO:%ERCZ . 
COXSUKPTION 
OTHER 

SOURCE: Computed from Table 34. 



TABLE 36. HOhQURAS: BANKSNG SPSTPI. LOANS OUTSTANDING AT THE END OF TZE YEAR, 
ANNI3A.L RATES (IF GROW3 IN fiZAL TE-WS. (PERCENTAGESIo 1971-1980. 

AGRICULTURE 4.9 8. I 5.6 10.1 11.0 9.0 4.0 - 6 3  - 4.2 
Crops - 4.6 I.? 15.5 23- 7 $9.0 18.1 7.5 - 0.3 0. I 

Bnnnnaa 53.8 -34.0 68.0 65.6 -17.8 -22.7 -17.4 -25.1 -24.1 
Coffee -20.6 -16.0 36.2 0- 9 62.9 38.3 - 3.8 19.5 -17.0 
Tobacco 9.0 - 3.2 s0.3 3.5 -7.1 -4.9 70.0 -14.5 
Cotton 

2. 5 
115.9 - 9.7 15.5 -26.1 -3.0 46.9 7.7 - 5.9 Sugar cane -? I .g  22.3 -10-7 43-3 65.8 49.9 11.7 -14.9 ---- 4. 3 

Eesic grains 2.1 10.6 21 -8 57.5 - 0.7 . -12.2 15.7 - 8.5 13.8 
Eice 19.5 29.2 9.2 94.1 -17.2 2-3 29.1 - 5.2 W. 
Corn - 8 - 2.3 23.0 50-6 9.8 -19.8 8.7 - 8.9 - 2.2 
aeens - 2.0 30.9 28.2 10.4 -14.5 -17.6 0.3 -20.0 27.8 

Othar - 5.1 26.5 - 1.5 57.9 0.7 - 1.7 1.3 - 0.3 26.6 
Livestock 12.0 13.7 - 1.2 - 3.2 - 8.6 -10.4 - 4.3 -11.3 - 8.5 
Other 27.7 15.4 - 9.0 2.6 47.5 16.9 4.1 -27.4 -24.8 
Poultry 16.4 - 0.4 102 34-9 5-9 8.3 -11.6 -32.3 - 9.6 
Fore~try 13.6 29.4 3 3 7  -51.9 24.5 7.7 - 2.4 48.9 -12.1 
Honey 27.1 148.3 48.9 21.9 70.0 20.4 -24.7 -11.8 

. . f i sh ing  38- 1 14.1 - 2.6 5.7 
7.2 73. 8 20.4 10.0 -27.4 -29.9 

- INDUSTRY - 8.0 13.7 4.6 6.8 15.4 12.2 9.8 -11.7 - 4.6 
SEiiVICES -18.1 18.3 55.4 20.9 3- 5 41.1 1.0 27.6 -6.7 
EiEAL ESTATE 15.6 73-3 6.8 8- 9 5- 3 Ik.7 4.3 2.5 3-7 
COEHERCE. 36.3 31.8 -19.1 16.9 32.4 12.2 17.6 -21.4 - 2.1 
CCE!S'JWTION - 270 3 1.4 -23.8 9.2 77.9 9.9 I - 4.1 - 2.0 
mEER -70.5 - 5.7 72.4 4.2 27.8 -16.5 6.0 15-4 25.7 

SOURCE: Computed from Table 33. 



a 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 I 980 

AGRICULTURZ 54,007 59,804 63,736 69,351 74,821 78,865 77,022 79,278 739 7 5 5  71,073 
Crops 29,476 30,851 31,280 37,986 43,698 52,362 53,589 53,576 -58,240 58,879 

Ennmae 37 269 249 224 207 348 183 773 145 132 
Coffee 6,802 5,993 6,189 9,122 6,174 10,933 71,062 13,504 17,946 13,969 
Tobacco 3,562 3,409 3,382 3,455 3,709 2,698 2,279 1,865 1,450 1,223 
cotton 7,095 8,267 7,730 8,057 6,586 5,865 7,004 7,217 5,966 7,105 
Sugar cane 2,507 2,025 2,241 2,'t83 2,594 6,264 11,425 13,788 11,532 9,440 
B a ~ i c  grains 6,469 7,165 7,213 9,526 15,147 16,675 i ~ i , i ~  14,952 13,251 14,530 

Rice 706 1,729 1,807 1,?05 4,192 4,520 4,067 4,120 4,152 4,535 
corn 4,797 4,465 4,264 5,783 8,929 10,390 8,641 9,375 7,924 8,533 
Been6 965 970 1,141 1,758 2,025 1,764 1,1120 1,457 1,174 1,461 

O t h e r  3,coo 3,721 4.272 4,315 9,577 9.577 7,504 8,013 7,897 12,476 
Livestock 23,'+92 27,606 31,007 30,008 29,589 25,176 22,236 18,898 14,243 ' 11,559 
Other 1,038 .1,3't6 1,1&48 1,356. 1,533 1,326 11,096 

Poultry 908 1,191 1,193 1,012 1,152 812 
863 671 

410 
635 

930 518 335 
Forestry 16 32 34 34 31 28 32 32 32 29 
Iiosey 35 56 17% 274 307 306 293 2 64 201) 192 
Fishing 79 ' 65 45 35 42 60 57 48 28 74 

INDUSTI~Y 10,107 10,231 10,364 9,869 9,554 15,468 30,492 44,079 42,871 46,540 
SSBVICES 320 8 68 891 1,937 2,421 3,391 8,048 8,142 14,549 21,184 
RIAL ESTATE 1,019 932 61 8 574 617 577 492 70 1 824 
cc:.:;:s SCE 

896 
2,224 2,393 4,023 3,383 2,543 1,890 2,31)9 1,635 1,244 7,983 

CC:~SL'::ETIOt~ 
0"" 325 317 158 77 78 60 53 97 120 
LCER ------ ------ --..--- ------ ------ 156 

564 -- ---- ------ ------ ------ 
TGTAL 68,604 74,549 79,794 85,194 90,036 101,358 118,458 133,934 132,771 141,634 - d 

SOURCE: Computed from B ~ C O  Central do Honduree, Boletin Estadietico Menmal. Several years. Valuea deflated by the 

general consumer price index as of December of each yesr. 



TABIS 34. HONDURAS: COb'2.ERCICAL BANG. LOANS OUTSTANDING AT THE END OF TBE YEAR 
BY ACTIVITY FIXANCE3, I N  RZAL TERMS. ('om CONSTANT UCMPIRAS OF 1966). 
1970-1980- 

.-_.-cTr 

1970 1971 1972 7973 1974 . 1975 1976 1977 1978 7979 1980 - 
AGRICULTCRE 50,649 49,861 54,842 55,904 62,838 74,777 90,409 94,928 90,076 85,236 

Crops 23,536 19,736 20,135 21,339 29,'+93 35,042 49,652 51,472 ' 52,441 51,931 
Eanenas 662 805 461 969 1,768 1,276 1,072 863 631 
Coffee 

457 
lo9091 79384 5,263 6,480 9 9  14,725 24,413 20,610 22,824 19,855 

Tobacco 968 1,527 1,39'+ 5 2,343 2,366 2,537 6,324 5,549 -5,952 
Cotton 61 7 623 302 421 269 734 2,764 3,244 3,874 3,155 
Sugsr cane 3,017 2,839 3,707 2,827 4,682 6,351 7,464 7,329 6,384 8,531 
Basic grains 3,152 2,655 3,646 3,703 5,682 lt,012 4,041 6,079 6,078 7,473 

Rice 1,619 1,049 1,782 1,937 3,416 2,241 2,850 4,812 4,320 6,483 
Corn 1,300 1,400 1,465 1,553 2,116 1,675 1,079 1,194 1,7c8 
Becns 233 205 397 213 149 95 112 7 1 49 101 

465 

Other 5,026 3,900 5,360 5,172 5,254 5,526 7,338 7,027 7,096 6,%5 
Livestock 79,292 20,147 23,107 23,337 22,741 23,016 20,923 22,425 22,402 21,973 
Other 7,821 9,977 11,599 10,527 10,603 16,658 79,833 21,030 $5,232 11,331 
~ou1tz-y 1,325 1,420 1,392 1,620 2,549 2,833 3,264 3,088 2,029 5,868 
Forestry 2,191 2,585 3,332 2,210 1,048 1,314 1,475 1,379 1,113 
.Honey 35 33 46 54 93 134 237 736 7 52 178 

977 

.Fishing 4,265 5,938 6,807 6,641 7,113 12,375 14,916 16,425 11,936 8,306 
INDUSTRY 67,831 9 71,214 75,154 80,550 89,827 87,676 85,658 71,684 62,958 
S I ; ~ ~ V I C E S  22,635 18,761 21,533 33,354 399589 40,578 54,741 55,544 66,353 54,293 
EAL ESTATE . 47,573 49,010 52,380 55,306 57,279 69,594 74,845 34,148 70,569 62,973 
COXXZRCE 38 603 52,993 68,930 54,852 65,043 89,991 100,759 719,576 94,000 91,291 
CCHSUHFTIOH 15,176 19,287 19,341 14,486 15,394 17,936 19,664 21,098 18,212 16,331 mfizx 1,672 1,496 1,470 2,431 2,819 2,671 2,702 2,863 3,303 4,151 

TOTAL 244,082 252,308 290,311 292,089 406,638 385,255 43,737 453,419 414,205 377,241 - 
SOURCE: Computed from Banco Central de Honduras, Bole t in  Estadfstico Monsunl. Several years. Values deflated by the 

general consumer price index as of December of each year- 



TABLE 33. HOKDURAS: BANKING SYSTEM. LOAMS OUTSTANDING AT THE E:m OF TIiE YEAR 
BY ACTIVITY FINAXCSD,  I N  REG TmS. ( ,000 C0:ISTJUIT LE4PIRAS OF 
1966). I970-Ig8O. 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 

AGRICULTUE 104,969 110,136 119,046 125,760 138,409 153,583 167,432 174,206 6 ,  156,310 

Crops 53,282 50,843 51,424 59,381 73,472 87,404 103,241 110,988 1;0,681 110,810 
Banmas 699 1,075 710 1,193 1,976 1,624 1,255 1,037 777 590 
Coffee 17,163 13,633 11,453 15,603 15,751 25,658 35,475 34,775 40,771 33,824 
Tobacco 4,530 4,936 4,776 5,270 5,452 5,065 4,816 8,189 7,000 7,175 
Cotton 

L 4,118 8,890 8,032 9,279 6,856 6,649 9,769 10,~t6? 9,841 10,261 
S 9 p r  cane 5,524 4,865 5,949 5,311 7,609 12,616 18,910 21,117 17,967 17,972 
Basic grain6 9,622 9,820 10,860 13,230 20,833 20,687 18,172 21,032 19,329 22,004 

Rice 2,325 2,779 3,590 3,922 7,612 6,762 6,917 8,932 8,472 11,019 
Corn 6,097 5,866 5,730 7,336 11,045 12,127 9,720 10,569 9,632 9,421 
Beens. 1,139 1,175 1,538 1,971 2,175 1,560 7,533 1,529 1,223 1,563 

Other 8,027 7,621 9,641 9,493 14,332 15,103 14,842 15,035 14,993 18,982 
Liveotock 42,816 47,968 54,558 54,494 52,747 48,193 43,159 41,323 36,646 33,532 
Othcr 8,870 71,323 13,063 11,884 12,130 17,985 21,030 21,894 15,904 11,966 

Poultrjr 2,244 2,612 2,601 2,633 3,553 3,764 4,077 3,606 2,440 2,206 
Forestry 2,207 2,618 3,387 2,244 1,039 7,343 1,447 1,412 1,745 1,006 
iioney 70 89 221 329 401 441 537 400 353 371 
Fishing 4,347 6,004 6,852 6,677- 7,155 12,435 14,973 16,474 11,964 8,331 

IliDUsTRY 78,123 71,887 81,709 85,445 91,261 105:295 118,108 129,737 114,556 109,299 
SERVICES 23,582 19,319 22,847 35,500 42,922 54,510 62,790 63,425 80,508 75,482 
EAL ESTATE 54,009 62,458 70,779 75,584 82,330 86,692 99,434 103,734 1~6,366 110,316 
C@XP:EXE 40,849 55,658 73,379 59,358 63,391 91,882 103,106 721,214 95,249 93,274 
CCKSUH,U~IION 15,569 19,827 20,100 -l5,309 10,718 18,712 20,566 22,680 21,755 21,319 
OTE6iZ 1,672 1,496 1,410 2,431 2,532 3.235 2*702 2,863 3,303 4,151 

TOTAL 318,777 3l+0,785 389,273 3990391 443,566 503,917 574,141 617,862 585,371 570.155 
-E v 

SOURCE: Conputed from Banco Central de Honduras, Bo le th  Estadfstico Mensunl. Several yearn. Values deflated by the general 
conauner p d c e  index as of Dcconbor of  each yeur. 



TABLE 32. HONDURAS: DEVELOPXENT BA??XS. NSH LOAXS GRANTED D U X N G  Tm YEAR. 
DISTRIBUTION BY ACTIVITY FIlIANCED. (PERCENTAGES) 1960-1970. 

- - -  --------- + 

3960 1961 1962 7963 1964 1965 1966 7967 7968 1969 1970 

AGi?ICULTUXE 67-3 72.8 7509 78.8 8909 85-7 84.2 78.1 7308 7505 67.8 

Croos 59.3 55.8 56.0 54.9 70-0 70.6 55.8 54-9 48.5 42.5 38-9 
Bananas ---- ---- ---a ---- ---- ---- ---- ---- ---- ---- ---- 
Coffee 27-2 17.8 14.9 52.0 11.5 9-7 9-8 9-8 9-7 9.3 I I o 8  
Tobacco ---- ---- ---- ---- 2-7 4.0 7-9 a06 3-7 3- 9 2- 6 
Cotton 24.4 28-9 3705 31.3 44.5 45- 1 35. 1 23.6 24-2 18.9 ---- ---- ---- ---- 907 
Sugar cane ' , ---- ---- 5-2 2-4 0.5 ---- ---- I--- ---- ---- 3- 6 2- 3 
&sic grain8 ---- 7-7 9n0 '4-1 ---- ---.. ---- ---- ---- 803 7.7 

Rice ---_ 0- 5 l o o  0- 3 0,6 0- 5 
Corn ---- ---- ---- ---- ---- ---- 5- 7 6.6 3- 1 ---- ---- 6- 7 5-9 
Beens ---- ---- ---- ---- 1-5 1-5 0.7 1.0 1.2 

Other 70 7 9-1 9-7 11-7 11.3 905 0. I 1-3 6.2 3= 6 h0 8 
Livestock 8-0 17.1 1907 2305 18.8 14,1 77.3 22.6 24.2 27.3 ---- ---- 27-5 
Other O o l  003 lo? 1 -0 1.1 0.6 1.0 0.6 1-k 

Poultry ---- ---- Oo 1 0- 3 I. I 1.0 1-1 0.6 l o o  0-5 1-1 
F ~ r e s t r y  ---- ---- ---- ---- ---- ---- ---- ---- ---- ---- ---- 
Honey ---- ---- ---- _--- ---- ---- ---- ---- ---- ---- ---- 

' Fishing ---- ---- ---- ---- ---- ---- ---- ---- ---- ---- 002 
INDUSTRY 4-9 6.9 1007 9-7 6.7 1100 8-5 70.3 8.0 8-0 16-7 
SZRVICES ---- 0- 5 202 203 Go? 2-3 ?.S 7 5 0-8 109 1.8 
RSAL ESTATE 25.5 74.9 6.8 3-0 0-8 0, 1 1 3 2,6 8.0 4.8 
CCIXERCE . 2-3 

202 4-8 4-4 601 2.8 0.7 2.4 304 302 807 10.5 
CONSUMPTION - 0.1 ---- 0.1 001 ---- 0-3 1.8 4.1 b02 101 ---- ---- ---- ---- ---- ---- 0.5 
OTtiiX ---- ---- ---- ---- ---- 
TOTAL 10000 100.0 100.0 10000 100.0 700.0 10000 100.0 10000 100.0 100o0 

a 

SOURCE: Computed from data i n  Banco Central do Hondurafi. Boletin Estadfstico Mensual. Several year=. 

I II I , 



TASLE 31. HONDURAS: DEVELOPMEWT BAIWS. NEW LOANS GRANTED DURING TSE PEAR. 
DISTilIBU'I'IOS BY ACTIVITY FINANCED. (PERCENTAGES). 1970-19800 

AGRICULTURE 67.8 7208 83,0 78-7 

Crops 90 9 42.4 47.1 44.2 
Bananas ---- ---- ---- ---- 
Coffee 11-8 14.7 12.4 12.6 
Tobacco 2.6 2-71 5-8 2.5 
Cottoil 907 7.5 10c4 13.6 
Sugar cane , 2.3 304 2.2 1-9 
Basic grain8 70 7 10.0 q0.9 8-3  

Rice 0-5 1.5 3-4 1-7 
Corn 5-9 7.2 6-2 5- 6 
Eeene 1.2 1.3 1-3 1.0 

O t h e r  4.8 4-5 504 5-3 

INDUSTRY 16.7 15.6 9- 1 9-9 7. 8 702 20.4 30.7 33.0 35- 2 31.2 
SE,?VICES 1.8 2-2 1.4 1.6 4.3 2.6 6.1 6.6 5.6 1 2  26.9 
RZAL ESTATE. 2.3 1 ~ 6  0- 9 0-3 0.4 0.4 ---- 0.1 0- 3 0-3 0-5 
coi-XERCE . 10.6 7. 1 5.0 9.2 9.8 3. 1 2. 5 2.2 I. 6 1.4 1*7 
C0::SUMFTIOX 0.5 0.7 0.7 0-3 00 1 0.1 ---- ---- 0.1 ---- 0. I 
OTHER ---- ---- ---- ---- 0.2 ---- ---- ---- ---- ---- ---- 
TOTAL 1 0 0 o O  100.0 100.0 100.0 100oO 100.0 100.0 700.0 1OOeO IOO*O I0O.O 

SOUXCE: Computed from data i n  Bnnco Central de Honduras. Boletin ~ c t a d f a t i c o  Xeneual. Several yeare. 
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AG.91CULTUx 2704 29.0 29.9 26.6 23.3 21 9 26,2 30- 1 

Crops Iso 1 14,8 1 2 ~ 6  1204 12.1 ' 14.7 19.2 24.7 
Bananas 0.2 0,2 0.2 0.2 0.2 004 0.2 0-1 
Coffee 8.c 8.0 5.9 6.0 5.0 4.8 13.4 17.3 
T o t  ncco 0-6 0-3 1.0 0.7 0-7 0.7 0.5 0.5 
Cotton 1.2 0.8 1.2 1.4 1.7 1.1 0.5 1.8 
Sugar cane . 1.0 102 0.9 1.1 009 1.4 1.6 3- 3 
B a s i c  grains I -8 1-8 q.7 1.4 2.0 3-3 1.8 1.2 

Rice 005 0.6 0.6 0-5 0.6 1.3 0.5 0.6 
Corn I. 1 1.0 1.0 0.8 1.1 1.7 1.1 0.5 
Seene 0.2 0.2 0-2 0.2 0.3 0-3 0.1 0.1 

Other  2-4 2-3 107 1-7 i 0 6  3.0 7 0 3  1.4 

Livestock 9.5 91.3 14.2 11.0 8.4 4.9 3- 6 2.7 
Other 2- 7 2- 9 3-0 3.2 2.8 203 3.4 2-5 

Poultry 0.6 0.6 0.6 0.5 0.5 008 0.6 0-7 
Forestry 0.9 102 1.4 103 1. 1 0.6 0.4 0.2 

. . Eoney --- --- -A- --- --- --- --- 0.1 
Fishing 1-2 1-0 1.0 1-3 1. 1 0.9 2.3 1.8 

INDUSTRY 24.6 24-8 21.2 23.8 21 -0 20.6 20.3 20.7 
SEWICES 6.8 8-3 5.7 5.5 10.7 12.1 9-2 
REAL ESTATE. 

9-8 
13.5 14.4 13.5 13-3 17.6 11.7 10.1 

CCXXERCZ 
9.0 

20, 1 16-9 22.5 25-5 28.6 29.3 
CC::SUKFTION 7.1 6,2 6.9 6.1 27.8 5.7 4.6 4.4 4.0 25.9 

OTiEB 0.5 0.4 004 0- 3 0.5 0.4 0.5 004 

1936 19.3 q9.6 
9-5 13.4 16.7 
a. I 9.1 902 

34.2 28,9 28.0 
4.1 4.1 500 - 0.4 0-5 8-5 

- TrnAL 100,o 700.0 100.0 100.0 100.0 100,o 10ooo 10000 100.0 100.0 100.0 
D - -  - ---PF . -  

SOURCE: Computed from data i n  Banco Contra1 de ffonduras. Roletfn Z s t a d i s t i c o  Monsual. Several years, 
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TABLE 26. HONDURAS: DEVELOPI-IENT B A I V i .  LOANS OUTSTANDING AT TIE END OF TRS 
n A R .  DISTRIBUTION BY A C T I V I T Y  F'IIJANCED. (PERCFXTAGES). I 960-1 970. 

TUI'AL 7 0 0 . 0  100.0 100.0 7 0 0 - 0  1 0 0 , O  lGO,O 100.0 7 0 0 . 0  100.0 100.0 100.0 
s- - + 

SOURCE: Computed from d a t a  i n  Baxlco Central  de Hcndurae. B o l e t f n  ~ s t a d h t i c o  Hensunl. Several gears. 



TABLE 25. EONDURAS: DEVZLOPLNENT BANKS. LOANS OUTSTANDING AT THE END OF TKE YEAR. 
DISTBIBUTIOIi BY ACTIVXTY FINANCED. (PZRCEXTAGEs) . 1970-1980. 

a 

' 1970 7971 1972 1973 1974 7975 1976 7977 1978 197? 1980 

AGRICULTURE 73.4 78.7 80,2 79.9 81.4 83.1 77.8 65.0 59.2 55.1 50.2 

Crops 39-4 43.0 41.4 39-2 44.6 48.5 57.7 45.2 44.4 43;9 41.6 
aananas 0.1 0.1 0.1) 0-3 0.3 0.2 0- 3 0.2 0.1 0.1 0.1 
Coffee 7.8 9.9 8.0 7.8 10.7 6-9 10.8 9.3 10. I 13.5 9.9 
Tobacco 5.4 5-2 4.6 4.2 4.1 3-5 2.7 1.9 1.4 1. I 0. 9 
Cotton 10.5 10.3, 1 I. 1 9.7 10.4 7.3 5-8 5.9 5.4 4-5 5.0 
Sugar cane ' 3.6 3- 7 2-7 2.8 2.9 3- 2 6.2 9-6 10.3 8-7 6- 7 
Basic grains ' 8.1 9.4 9.6 9.0 11.2 16.8 16.5 11.9 11.2 10.0 10.3 

Rice . 7.4 1.0 2-3 2-31 2-3 4.7 4.5 3-4 3.1 3.1 3.2 
Corn 6. I 7.0 6. o 5.3 6.8 9.9 10.3 7.3 7.0 6.0 6.0 
Eeene 1.2 1.4 1 3 1.4 2.1 2.3 1.7 1.2 1.1 0- 9 I. 0 

Other 4.0 4.4 5.0 5- 4 5-1 10.6 9.4 6-3 6.0 5.9 8.8 
Idves t ock 32.9 34.2 37 0.0 38.9 35.2 32-9 24.8 18.8 14.1 10.7 8.2 
Other  1.2 1.5 I -8 1.8 1.6 ' 1.7 1- 3 1.0 0.6 0.5 0.4 

Pou l t ry  1.1 1-3 1.6 1-5 1.2 . 1.3 0- 9 0. 7 0.4 0-3 0.2 
Forestry --- -- - --.. ..-- --- --- --- --- --- --- --- 
Honey --- 0.1 0,l 0.2 0.3 0.3 0.3 0.2 0.2 0-2 0.7 

' Fishing 0.1 0.1 0.1' 0-1 --- --- 0.1 --- --- --- 0.1 

INDUSTRY 14.4 14.7 73.7 13-0 17.6 10.6 15-3 25.7 32-9 32.3 32.7 
SEXVICES 1-3 1.3 1.2 1.1 2-3 2. 7 3-9 6.8 6.1 . 11.0 15.0 
E A L  ESTATE 7.4 1 5 1-3 0.8 0.7 0- 7 0- 5 0.4 0-5 0-6 0.6 
COI:PI!ERCE 3-0 3.2 - 3.2 5.0 4.0 2.8 1-9 2.0 1.2 0.9 1.4 
CONStXPTION 0.4 0.5 0.4 0.2 0.1 0. I 0.1 --- 0.1 0.1 0.1 
OTX ER --- --- --- --- --- --- 0.6 --- --- --- --- 
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 700.0 i00.0 100,O 100.0 100.0 

SOURCE; Computed from data in Banco Central de Honduras. Bo le t i n  Estodlstico Meneual. Several year& 
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TABLE 24. HONDURAS: COMMERCIAL BANKS. LOANS OUTSTANDING AT TBE END OF THE YEAR. 
DISTRIBUTION BY ACTIVITY FINANCED. !PERCENTAGES). 1960-1970, 

Crops 10.7 11.4 ---- 9.3 
Dananas ---- ---- 
Coffee 4-9 6. o 4-4 
Tobacco ---- ---- ---- - 
Cotton 0.2 0.8 0.7 
Sugar cane ' . ---- ---- ---- 
Basic grains ---- ---- ---- 

Rice ---- ---- ---- 
Corn ---- ---- I--- 

Beens ---- ---- ---- 
Other - 5- 6 4.6 4. 1 

Livestock 2.0 2- 7 3-9 3.8 3- 3 3-5 ---- ---- 3- 6 3.8 4.9 
Other 0. I 003 0.4 0.4 0-5 0. 6 ---- ---- 3.0 

Poultry 0.1 003 0.4 004 0.5 0.6 0-9 
Forestry ---- ---- ---- ---- ---- ---- ---- ---- 1.8 
Honey ---- ---- ---- ---- ---- ---- ---- ---- --- _ . Fishing ---- ---- ---- ---- ---- ---- ---- ---- 0- 3 

'INDVSTRY '12.7 14.4 71.5 14.1 16.7 17.4 17.5 17. 6 17.8 20.0 22.9 
SERVICES 6.7 70 2 8.8 7.3 8.6 9.7 10.4 9.5 11.8 loo 6 8.7 
REAL ESTATE 24.3 21.3 19. I 16.6 16.4 15.7 14.5 14.7 20-8 21.6 79.9 
CO:<B'ERCE - jS02 38. I 40.7 42.2 39-2 37-9 35-3 37.6 23.6 22.0 19.7 
COSSUKPTION - 6-6 4.9 6,6 5. 0 407 'to3 5. 1 5.6 
on '" ---- ---- ---- ---- 7.0 7.3 7- 8 

&l'R ---- ---- ---- ---- 0.9 1.2 1.0 

. TOTAL -IOO.O 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
b 

SOURCE: Computed from data i n  Bnnco Central  de Honduras. Bolctfn ~ s t a d i s t i c o  1-:ensual. Severnl yeara. 
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TABLE 23. HONDURAS: COMNmCIAL BANKS, LOANS OUTSTANDING AT TEIZ END OF TBE PEAS. 
DISTRIEUTION BY ACTIVITY FINANCED. (PERCFSTAGES). I970-1980* 

s 

1970 1971 1972 1973 1974 7975 1976 1977 1978 '1979 1980 

AGXLCULTJRZ 19.8 20.8 19.8 18.9 19.1 19.4 19.4 21.0 20.9 27.7 22.6 
Crops .10.2 9-6 7- 8 6-9 7- 3 9-1 90 1 11 05 11.4 12.7 13.8 

Bcn~?as 005 0-3 0.3 0.2 0-3 0 ~ 5  0.3 0.2 0.2 0.2 0.1 
Coffee 4.2 4.1 2- 9 1.8 2.2 2.9 3- 8 5.7 4.5 5-5 5-3 
Tobacco 0.6 0.4 0.6 6-5 0.6 0.7 0.6 0.6 1.4 1-3  I. 6 
Cotton 0.4 0.3 0.2 0.7 0.1 0.1 0.2 0.6 O.? 0-9 0.8 
Sugar cane , 1.0 1.2 1.1 1-3 1.0 1.4 1.6 1.7 1.6 1-5 2-31 
Basic grains . 1.2 1-3 1.1 1-3 1 - 3 1.8 1.0 0- 9 1-3 1.5 2.0 

Rice  0.5 0-7 0.4 0.6 0. 7 1.1 0-6 0-7 1.1 I .O 1.7 
Corn 0.5 0- 5 0.6 0- 5 0.5 0.7 0.4 0-3 0.3 0.4 0.2 
Eeene 0,1 0. I 0.1 0. I 0.1 --- --- --- --- --- --- 

Other  203 2-1 1-5 1.8 1.8 1.6 1.4 1.7 '1.5 1-7 1.7 
Livestock 6.5 7.9 8.0 8.0 8.2 7.0 6.0 4-9 4-9 5-4 5. 8 
Other 3-1 3- 2 4.0 4.0 3-6 3-3 4.3 4.6 4.6 3-7 3.0 

' Poultry 0.8 0.5 0.6 0-5 0.6 0.7 0.7 0.8 0.7 0.5 0.5 
Forestry 1.2 0-9 1.0 1.2 0.8 0e3 0- 3 0.3 0- 3 0.3 
Boney --- --- --- --- --- --- --- '3.3 

0.1 --- --- I-- 

. . Fishing 1.1 - 1.7 2: 4 2-3 2- 3 2.2 3.0 3.5 3-6 2.9 2.2 
INDUSTRY 22.9 27.8 24.4 24-5 25-7 24.9 23.3 20.3 18.9 77-3 16.7 
SEWICES 8-7 9.3 7-2 . ? a 4  11.4 72.2 10.5 77.7 12.2 16.0 14.4 
REAL ESTATE 19.9 19.5 19.4 18.2 19.1 17.7 18.1 17.4 16.4 17.0 16.7 
CCE:!!%BCE . 19-7 15.8 21.0 23- 7 18.8 20.1 23.4 23.4 26.4 22-7 24.2 
COXSUYZTION 7.8 6.2 7. 6 6.7 5.0 4.8 4.7 4.6 4.7 4.4 4.3 
O T E R  1.0 0- 7 0.6 0-5 0.8 0.8 0. 7 0.6 0,6 0.8 1.1 

TOTAL 100.0. 100.0 100.0 100-0 100.0 100.0 100.0 100.0 100.0 1OOOO 100.0 
P 

- - SOURCE: Computed from data in Bnnco Central de Hondixms. B o l e t i n  E s t n d < s t i c o  Mensud. Several years. 
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TABLE 22. H O N D U W :  BANKING SYSTEM. LOANS 9WSTANDING AT TXE END O F T =  Fa. 
DISTRIBUTION BY ACTIVITY FINAPICED. (PERCENTAGES). 1960-1970. 

. -  - .  . 1 

1960 1961 1962 1964 1966 1957 1968 1969 1970 

AGRICULTURE 20.0 2009 24.6 28.3 
Crops 15. 9 16.4 17-7 19.0 

Bananae ---- ---- ---- ---- 
Coffee 6-5 6-9 6. I 6.4 
Tobacco ---- --- ---- ---- 
Cotton . 4.1 4-6 7- 0 

---0 ---- 7.3 
Sugar cane . ---- ---- 
Basic g r a i n ~  ---- ---- ---- ---- 

Rice ---- ---- ---- ---- 
Corn ---- ---- om-- ---- 

INDUSTRY 9-8 10.7 9-4 1.1.2 13.8 
SSRVICES bO1) 4.8 6.0 5-1 5.7 
REAL ESTATE 35-2 3.1 26.7 27.8 20.0 
COYZERCE 25.0 25- 1 26-9 2707 2507 
C0;iSUWTION 5o 7 5-4 6-4 li-9 4.6 
OTBEB ---- ---- ---- ---- ---- 

SOURCE: Computed from data i n  Bnnco C e n t r a l  de Ifondura~. Boletfn ~stadfetico llensual. sever& yeare, 
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TABLE 21, EONDURAS: BANKING SYSTEM. LOAh'S OUTSTASDING AT THE END OF TEE YEAR. 
DIST-PIBUTION BY ACTIVITY FINANCED. (PE,PCMTAGES I. 7970-I 980. 

-- . . 

1970 1971 1972 1973 1974 1975 1976 1977 1973 1979 1980 

AGRIcUL!~!URE 31.6 32-9 32.3 30.6 31.5 37.2 30.5 29,2 28-2 27*9 27.4 
Crops 16.0 -16.7 14.9 13.2 14.9 16.6 17-3 18.0 78.0 18.9 19.4 

Baanaa 0.3 0.2 0-3 0-2 0- 3 0.4 0- 3 0.2 0.2 0. f 0. 'i 
Coffee 4-7 5.4 4.0 2. 9 3-9 3- 6 5-7 6-2 5-5 7.0 4.4 
Tobacco 1.6 1.4 1.4 1.2 1.3 1.2 1.0 0.8 1.3 1.2 0. 7 
Cotton 205 2.4 2.6 2. I 2-3 105 1-3 1.7 1.7 1.7 1.8 

- Sugar caae ' 1-5 , 1-7 1.4 1.5 1 3 1.7 2-5 3-3 3. k 3- 1 3- 2 
Basic grain8 ' 2.7 3.0 2.9 2.8 3.3 4-7 4.1 3.2 3-4 3-3 3-9 

Rice 0-5 0- 7 0.8 0-9 1.0 1-7 1-3 1.2 7.4 1.4 109 
Corn 108 1.9 1-7 105 1.8 2.5 2.4 1-7 1.7 q.6 1-7 
Beene 0- 3 0.4 0.3 0.4 0.5 0.5 004 0- 3 0.2 0.2 0-3 

Other 2.5 ' 2.5 2.2 2.5 2.4 3- 4 3-0 2.6 2.4 2.6 3- 3 
Livestock 12.5 13.4 14.1 14.0 13.6 11.9 9- 6 7.5 6.7 6.3 5- 9 
Other 30 1 2.8 3-3 3. 4 300 2.7 3- 6 3.7 3-5 2.7 2.1 

poultry 0.8 007 .o08 0-7 0- 7 0-8 0.7 007 0.6 0.4 0.4 
Forestry 0.8 0.7 0.8 0.9 006 0.2 0.3 0.3 002 0.2 0.2 
Honey --- ---. ---. 0.1 0.1 Oo 1 0, I 0.1 0, 1 0-1 0.1 . - Fishing 1.5 1.4 1 3  1.8 . 1.7 I . 6 2- 5 2.6 2.7 2.0 1.5 

INDUSTRY 23.2 24.5 21.1 21 .O 21.4 20.6 20.9 20-6 21.0 19.6 19.2 
SZRVICES 6- 9 7- 4 5-7 5-9 8.9 9-7 8.8 10. 9 10.3 13.8 13.2 
=a ESTATE 16.3 16.9 18.3 18.2 18.9 18.6 17.2 17.3 16.8 18.2 1903 
CC:.:#Z~ICZ . 15-7 12.8 16.3 78.9 14*9 15.6 18.2 20.0 19.6 16.3 16.4 
CONSUHFTICN 5.5 4.9 508 5- 2 3- 8 3- 8 3.7 3-6 307 3-7 
OTHER 

307 
0.7 Oe5 0.4 0.4 0.6 0.6 0.6 0.5 0.5 0 ~ 6  0.7 

TOTAL 100.0 100.0 100.0. 10000 100.0 100.0 100.0 100.0 100,O 100.0 100.0 
PF. -3 

SOURCE: Computed from data i n  Banco Central de Ilonduras. Boletin Estaclfetico blenaual, Several yeare, 
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TABLE 19, HONDURAS: NEW LOANS G W T E D  DURING THE YEAR* PROPORPION REZRESZiTED BY TEE 
DEVZLOPMENT BANKS WITH RESPSCT TO THE BANKINO SYSTR4. (PERCENTAGES), 
1970-1980. 

- ... - - - 

1970 1971 1972 1973 1974 7975 1976 7977 1978 1979 1980 

AGRICGLTURE 25.8 24.7 28.8 29.0 33-4 36.5 21 -7 28.2 27.0 30- 1 31.6 
Crope 3 . 9  26.8 38.7 34-9 44-0 41.6 24.4 24.2 30.8 ---- ---- ---- ---- ---- 37.q ---- ---- 39.4 
Bananas 1-3 13-2 ---- ---- 
Coffee 15-3 18.1 21.7 20.7 31.4 20.1 13.8 23.3 26.6 
Tobacco 

36.3 34e7 
46.5 87.3 59.8 37.0 33.6 23.9 13.8 1.5 1.0 ---- 1.0 

Cot ton  85.5 94.6 92.2 97.7 96.5 -14.8 72.8 30-9 66.1 68.3 
S u g ~ r  cane 

65.7 
23.3 27.6 25.9 17.4 24-3 18.0 46.9 66.4 35.4 43.2 25.5 

B a k i c  grains 45.0 53-9 64.9 57.6 63.6 68.8 72.2 54.8 53.9 50.0 48.7 
I Rice 11.8 24.8 63.7 34.2 29.2 52.9 44.5 31 .o 20-1 29-1 20-1 

Corn 56.8 69.4 66.7 71-9 77- 1 78.1 84.5 76.3 87.3 81.7 88.5 
Beene 55-3 61 -2 60.5 59.6 - 87.4 88.1 86.2 81.8 88.3 75.8 87.6 

Other  21.5 19.2 33.7 30.2 ' 23.7 45.7 28.6 14.5 25.0 30.7 58.6 
Li786tock 30.3 25.3 24.8 29.7 28-2 35.7 26.8 32.2 20.9 13.0 
Other 

9 1 
5-1 4- 3 6.1 3. 8 3.3 5- 6 1.2 1.2 1.4 1.1 3-3 

Poultry 13.5 19. 7 27. 7 16.9 11.3 13-3 3.7 2.8 3.8 4.3 5.0 
~ o r e s t r y  0-3 0.2 0.2 0.5 0. 7 0. 1 ---- 0. I 0.4 0-3 0.2 
Haney 29.8 32.1 32-9 59.2 66.8 44.8 21 -9 23- 5 23.8 25.2 22.1 
Fibhing -1.4 0-3 0.1 ---- ---- 0- 3 0.2 ---- 0.2 ---- I . 6 

INDUSTRY 7. 2 6.2 4.4 4.1 3-8 3.2 8.1 20.8 18.4 26.7 26.5 
SERVICES 3.4 2.6 2.5 2.9 4.1 2.0 5.3 9.5 6.4 13.5 26.7 
E A L  ESTATE 1.8 1.1 0-7 0-3 0.4 0.4 --- 0. 1 0.4 0-5 
CCI.!X&RCE 

0.9 . 
5.5 4.1 2-3 3-5 3.6 1.0 0.7 1.2 0.5 0.7 2-0  

CONSUMETION 0.8 1.2 1.0 0.5 0.2 0.2 0.1 0. I 0-3 0.2 
OTY ER -..- --- --- --- .Ow& --- --- --- --- --- -- - 0- 5 

TOTAL 10.4 9.8 10.3 9-8 10.1 902 8.0 14.0 13.0 14.7 16.6 
a. 

A SOURCE: Computed from data i n  ~ a n c o  Central de Uonduras. ~ o l o t f n  Estadfstico Mensual. Several years. 
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TABLE 47. HONDURAS: C0M:iE;RCiA.L BANKS. N W  LOAM GRANTED DURING THE YEAR. 
ANNUAL RATES OF GRO'dTH I N  REAL TERM. (PERCXlTRGES). 1970-1980. 

tPP - -  - 

1970 1971 1972 1973 1974 5975 1976 1977 1978 1979 1980 

AGXECULTORX 47.1 6.6 11.1 -12.3 - 1 1  - 3.4 87.8 29-0 -15.1 - 0.3 -39.0 
Crops 31.8 - 6.9 -17.7 5.7 -9 .5  -86.3 116-8 42.8 -18.7 -10.6 -40.0 

B e n ~ a s  19.6 2-3 15.3 2.9 5.5 62.4 -44-3 -40.6 -81.6 289.9 -52.7 
Coffee 28.0 -8.0 -20.5 q1.4 -26.1 20.1 280.2 39.7 -28.3 -31.4 -51.3 
Tobacco 71.4 -30.9 103.3 9.4 - 3.0 39.4 3.8 44.5 97.7 81.5 -49.2 
Cot ton -53.3 -75.0 130.7 -62.4 79.2 -60.1 668.9 286.0 8.9 15.2 -28.1 
S u p r  cane a 26.5 7.9 -14.2 15.2 - 4.5 114.8 -20.1 58.8 -10.2 48.5 -17.5 
Bnsic grains ' 34.6 - 2.5 -16.6 -26-5 76.1 49.5 -40.1 32.8 48.0 6.5 14.6 

Rice 119.3 12.7 -49.4 -13.0 171.4 49.6 -39.2 57.1 74-2 4.7 21.8 
C o r n  -14.0 -14.2 22.9 -35.9 33.6 57-2 -42.8 -6.8 -24.6 12.8 -25.2 
B ~ C L M  109.6 -22.6 23.9 -24.1 -43.2 - 5.5 -40.9 -7.7 -16.7 72.9 -28.1 

Other 77.2 - 6 -32.5 - 0.2 18.4 39.4 -24.1 - 52.4 - 3.2 5-5 -35.0 
Livestock 8 .  24.5 45-2 -29.2 -16.5 -43.1 4.5 -12.8 26.4 60.5 -25.8 
Other 37.1 18.6 17.9 3.0 - 3.0 -13.4 93.3 0.3 -20.8 1 .  -56.0 

Poultry 5.5 - 8.2 5.4 -9.0 16.2 52.3 3.6 57.2 -21.1 -39.0 -6.0 
Forestry - 9.3 37.0 30,2 -13.6 - 4.7 -36.3 -28.6 -21.1 6.5 3 -41.9 
Honey 28.6 36.1 69.4 19.3 -26.3 87.7 170.0 I -53.0 15.6 36.0 

' ' Fishing 350.0 15.8 -87.8 32.1 - 7.1 -18.8 252.3 - 9-1 2 17.7 -69.6 
INDUSTRY 32-9 2.4 8.4 5-5 5-7 5.7 17.6 8-9 2.5 0 -24.5 
SEBVICSS - 2.7 18.8 -19.2 -14.5 128.1 23.9 - 6.9 25.0 5.2 32.1 -21.2 
BEAL ESTATE 40.4 - 4.2 - 0.3 -14.8 0.8 9.l 0.5 16.5 - 7.2 6.9 -33.2 
COX!ERCE . I .  -14.6 64.7 0.6 26.2 14.8 30.0 8.6 2 -14.7 -28.2 
COKSUMPTION 20.2 -15.5 19.6 -15.4 - 7.5 - 4.1 18.9 q6.7 3.6 - 7.7 -16.7 
OTHER 38.5 -15.3 - 8.0 -33.3 94.0 -15.6 81.1 6-5 - 3.7 23.3 27.7 

TOTAL 27.5 - 1-5 16.0 - 5.7 11.8 8.7 27.9 16.0 8.6 -4-2 -28.8 
0 -  - 

SOURCE8 Computed from Table 41. 
- 
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TABLE 49. HONDURAS: DEVELOPMEhT BAEKS. NEV LOANS GMNTED DURING T9S YEAR. 
ANWN. RATES OF GROWTH Ih' REAL TEXKS. (PERCENTAGES). 1970-1980. 

IPP . -  - 

1970 7971 1972 1973 1974 1975 I 976; 1977 1978 1979 1980 

AGRIC3LTURE 8.8 - 1.8 33-9 1.2. - 4.5 10.6 - 8.8 78.7 -19.6 15-9 -34.7 

C S O ~ S  - 2.9 - 0.2 30-2 -59-3 16.2 - 23.9 ' - 1-8 93.8 -18.5 18;6 -33.8 
Bitmaas a 22.2 -72.7 -33.3 ---- ---- ---- -_-- ---- ---- ---- ---- 
Coffee - 5Z.Y 14.6 - 1.2 8.2 20.8 -33.5 142.0 162.7 ' -14.2 7.9 -54.6 
Tobeccc . -79.1 -17.6 191.9 -53.9 - 2.8 -29.2 -47.9 -86.1 34.5 42.3 33-3 
Cot t r\n -37.6 -29.8 63. I 39.9 13.6 -89.0 171.6 - 86.8 60.9 27.4 36.1 - I  

Susnr cane -24 . 3 38.6 -25.3 - 8.2 9.9 25.2 285.9 236,j -75.1 106.6 -62.8 
Basic p r a i ~ s  - 11.8 19,4 28.4 -78.8 50.7 88.5 -28.8 -39.0 42.8 - 9;r 9.0 r _ 2  

M C C ~  1.9 ?64.9 168.2- -117.2 5.4 307.9 - -55.8 -13.6 - 2.2 7 0 ~ 0  -25.4 
Corn 8.0 10.6 0.8 - 2.8 48-5 66.6 -10.7 -46.2. 6 . 9  -27.0 2k.3 
Beene 42.4 ---- 19.1 -19.1 141.2 1.8 -50.3 -33-6 41.1 -28.7 62.0 

Other 63.2 -15.8 41.8 4.8 -1.2 288.3 -64.5 -35.8 90.0 40.3 107.5 
Livestock 22.3 - 3.4 37-7 4.0 -31.2 -20.8 -29.3 8-3 29.4 - 9.8 -50,O 
Other 163.9 -14.9 68.1 -26.1 -29.3 51.7 -60.5 2.4 - 8.7 -23.0 38.4 
Poultry 164.9 -6.4 71-5 -43-5 -37-2 91.1 -71.0 1.4 5.5 -30.7 11.3 
Foreotry - 9.1 -16.0 44-4 30.8 -76.5 -50.0 ---- --a- 200.0 -16.7 -80.0 
Honey 36.4 53-31 3 275.0 - 2.6 -92.5 -27-9 26.3 -52.5 25.0 13-3 
Fiehing 400.0 -85.7 -70.0 ------ ---- ---- 57.1 -90.9 950.0 -80.9 1330.0 

ISDUSTRY 153.6 -14.4 -31.9 17.0 -23.3 . 26.1 216.2 215.1 -12.1 44.8 -25.4 
SSRVICES 3 9 7  - 9.6 -24-9 23.8 158.8 -40.6 160.1 129.0 -31.0 198.3 84.1 
REAL ESTATE . -43.1 -35-4 -37.4 -60.0 28.2 3-7 -95.5 966.7 197.7 26.4 40.7 
COIGZRCE 47.2 -38.5 -18.1 97.4 4.2 -68.6 -11.7 82.2 -40.8 20.8 4.2 
CONSUHPIION --40.9 26.3 10.6 -54.1 -71.2 15.0 -67.4 3 3  355.0 -38-5 1.42-9 
OTHER -me- ---- ---- --0- _ I--- 0--- ---- I--- ----- ---- --"-- 
TOT= 21.2 - 8.6 17-3 6.8 - 2.8 - 1.2 1 . 2  109.8 -18.2 35-6 -16.0 

F--- - - ------ - ...-_- _- - -  ' -- 

SOURCE: Computed from Table 43. 
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TABLE 51. HONDUI1AS: BANAFON AND BANADESA. LOMS OUTSTANDINCI AT TPE XND OF THE 
=R, BY ACTIVITY FXNmCED. ('000 IZNPIRAS). 1970-1980. 

INDUSTRY 9,281 10,012 10,951 72,092 12,978 73,290 121501 10,374 10,883 10,344 10,924 
SERVICES 156 355 51 6 663 831 534 550 2,595 5.038 

276 543 z REAL ESTATE 4,816 490 388 623 814 670 769 . 750 
COMtIESCE 

857 
1,260 9,375 1,823 4,469 4,463 2,921 2,128 3,409 2,855 2,594 4,528 

COXSUHPTION ---- ----- ----- ----- --a_- ----- I---- ----- ----- ----- ----- 
CTH-a . 825 1,055 987 1,037 1,168 1,094 891 767 708 558 590 

- 

TOTAL 69,243 72,1?2 84,148 97,589 114,301 133,882 136,547 131,882 141,647 161,148 168,482 

SOURCE: BANADSA, Departmento de EBtudioe Econbmicos. Unpubliehed rocords. 
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TABLE 52. BONIIURAS : LOAM OUTSTANDING AT THE END OF THE YEAR. PROPORTION 
REPmSEilTED BY FINAFON AND BANADESA WITH RESPECT TO TBE BANKING 
SYSTEM. (PERCENTAGES). 1970-1980. 

1970 1971 1972 1973 1974 19-75 1976 7977 1978 1979 1980 

AGRICULTURE 49.8 50.5 53.8 52.8 53.6 54.0 48.9 40-4 40.0 41.0 33.7 

Crops 26.6 53-7 59-7 5'3.2 60.7 59.5 55-6 42.9 44.9 ' 47.0 45.0 
Bananas 3-5 5-1 24.9 35-2 18.8 10.5 12.1 14.6 16.8 18.8 22.5 
Cof f eo 36. 1 34-9 43.9 54.0 58-5 39.2 42.6 31.2 39-6 44.0 41.3 
Tobacco 73.0 78.6 69.1 70.8 65.6 57.0 52.0 46.1 22.8 20.7 17.0 
Cotton 84.6 91-9 88.1 86.3 74.6 96.0 88.1 63. 3 57.8 60.6 69.2 
Sugar cane 50.5 45.4 41.6 37- 7 46.8 38.0 21.3 19-1. 30.2 32.6 25-9 
Eaoic grain8 64.1 67.1 81.6 66.4 72.0 72-7 80.6 77.7 71 1 68.6 66.0 

Rice 30.2 30.4 62.2 50.3 50.6 55- 1 66.8 58.8 46.1 49.0 41.2 
Corn 72. 2 78-5 90.5 74.3 78.7 80.8 86. 1 88.8 88.7 82.3 90.5 
Beena 73.8 80.5 82.5 74.2 89.2 93.1 94.8 92.6 95.3 96.0 93-5 

Other 33.2 36.8 48.5 44.1 45.4 63.9 63.4 46.5 46.1 49.2 4303 

Liventack 56.6 54.6 57.4 56.8 55.0 56.1 52.2 51.5 45.7 3 9  34-5 
Other 8.0 11.5 11.7 11.1 11.4 12.6 7.4 5.7 3.9 4.2 5-3 

Poultry 
Forestry 
Honey 
Fishing 

INDUSTEY '17.9 11.5 13.0 11.8 10.8 9-6 7.4 5. 1 4.6 4.4 4.2 
SERVXCZS 0-7 1.1 1.6 I -8 1-3  1-3 0.9 0. 5 0.5 1.5 2.8 
R-;;\L ESTATE 8.8 0.8 0- 7 0.4 0.6 0.7 0-5 0.4 0.4 0-3 0.3 
COXEEBCE 2.4 3.0 2.8 4.8 5.4 2.8 1.5 1.9 1-3 1-3 2.1 
COIISUW?TION . ---- ---- _--- ---- _--- ---- ---- ---- I--- ---- I--- 

OTHER 36.3 - 56.7 56.2 58-5 34.3 28-6 17.3 16.6 13.7 7-9 6.0 

TOTAL 20.6 28.3 21.1 19-9 20.4 20.0 17.0 q3.4 12.7 12.8 12.5 
'.1PF - . - -  -'-- . 

SOURCEt Computed from data i n  Banco Centrnl de Honduras. Boletfn Ectadfetico Heneual. Several yeare. 
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TABLE 53. HONDURAS: ~ A l U F O N  AMD BANJUUCSA. LOANS OUTSTANDING AT TEE E%D OF TBE m. 
DISTRIBUTIOIJ BY ACTIVITY ZNANCED. (PERCmTAGE5) ; 1970-1980, 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 

AGRICiJLTURE 76.4 81.7 82.6 81.0 82.6 84.4 87.6 88.1 88.9 8 87.0 

Crope 40.7 44.1 42.3 39-3 44.2 . 56-7 '57.6 63.6 69.3 69-9 
49-3 0.2 Bannnaa 0.6 0.1 0.4 0-3 0- 3 0.2 0.2 0. 2 0.2 0.2 

Coffee 8.2 9-2 8-3 8.0 11.2 7.0 12.8 14.4 77.2 24.0 79.6 
Tobacco 5.7 5-5 4.8 4.4 4.2 3-5 3- 1 2-9 2.4 1.9 - 1.7 
Cotton 10.4 10.9 -10.9 8-9 8-5 7.4 6.8 8.0 70 7 8.0 10.0 
Sugarcane 3.8 3- 9 2.8 2- 9 3- 0 3-3 3.1 4.7 8.1 7- 8 6-5 
Basic grains ' 8.5 10.0 71.2 9- 3 11.7 17. I 19.5 -18.4 19.7 17.7 20.4 

Rice 0.8 I. I 2.4 2- 3 2.4 4-7 5-3 5.3 5.3 5.5 6.4 
Corn 6.5 7-4 7.4 5.5 7. 9 10.1 12.1 11.2 12.0 10.6 12.0 
Beene 9 - 3  4.5 1.4 1.5 2.2 2.3 2.1 1.8 1-9 1. 6 2.1 

Otker 4.1 4.6 5- 1 5.5 5- 3 70.8 11.2 9.0 8.9 9.8 11.5 

Livestock 34.5 36.0 38-4 39.9 36- 6 33.4 29.4 28.9 24.1 19.0 16.2 
Other 1.2 1.6 1.9 ?-9 1-7 1.7 1.5 1.6 1.1 0. 9 0.9 

Poultry 1.1 1.4 1.7 1.5 1.2 1-3 I. I 1.1 0.7 0.5 0-5 
Forectry --- --- --- --- --- --- -.- --. --- . .- .. --. 
Honey --- --- 0. I 0.2 0.3 0.3 0.4 0.4 0.3 0- 3 0.3 . . . Fishing 0-1 0.1 0.1 0.1 .-- --- 0.1 0. I 0. 1 We- 0.1 

INDUSTRY 13.4 13.9 13.0 12.4 11.4 9.9 9.2 7.9 7.7 6.7 6.5 
SEXVICZS 0.2 0.4 9.4 0- 5 0.6 0.6 0.5 0.4 0.1) 1.6 3*0 
REAL ESTATE 7-0 0.7 0.6 0.4 0- 5 0.6 0.5 0.5 0-5 0-5 0-5 
CC$I.!EZCE . 1.8 1-9 2.2 4.6 3- 9 2.2 1.6 2.6 2.0 7.6 2-7 
CC:JSUP:P~I ON _ ---- --- --me I.-- ---- _-__ ---- ---- om-- --I" ---- 
OTHE R 1.2 1*5 1-2 1. I 1-0 0.8 0-7 0.6 0.5 0.3 0.4 

TOTAL 100.0 500.0 100.0 100.0 100.0 100.0 100m0 100.0 100.0 IC0.0 100.0 
0 - - - -- - -  . 



TABLE 54. PAiiAFON Ah'D BANADESA. LOANS OUTSTANDISG AT THE END OF THE YEAR 
BY ACTIVITY FINAlJCED, Ih' ESAL TERMS. ( '000 COXSTANT LEMPIaAS 
OF 1966). Ig70-Ig80. 

SOURCE: 
-r 

Computed from data i n  Banco Central 
by the general coneumer price index 

de Hondurao, Boletin E3tadiotico Mensual. Several years. 
aa of December of each year. 
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Values deflated 
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TABLE 55. HGNDURAS: BANAFON AND BANADESA. LOANS OUTSTANDING AT THE END OF THE YEAR. 
ANNUAL RATES OF GROWTH I N  REAL T&"RMS. (PF~CENTAGES). 1971-1980. 

P-.- . -. . - ... . 

1971 1972 1973 1974 1975 1976 7977 1978 1979 1980 

AGRICULTURE 11.8 6.  1 7-2 11.0 0.4 - 9.8 2.8 - 3.9 - 7.3 
Crops 6.2 0-3 18.4 21.2. 11.2 - 8.8 12.6 4.3 . - 4.2 

Bananas 652.8 - 6.8 -10.2 . - 7.2 - 3 - 7.0 - 5.1 -15.9 - 9.0 
Coffee - 0.1 3.3 47-5 -32.3 77.1 1.2 22.4 32-9 -22.2 
Tobacco - 4.3 - 0.8 2.2 -10.0 -15.2 -15.8 -16.0 -22.2 -15.7 
Cotton 10.5 -17.5 - 0.1 - 5.0 -11.0 5.5 - 2.1 - I . l9.l 
Sugar cane s -19.3 10.7 10.8 16.5 - 7.1 34.5 76.4 - 8 -20.6 
Basic graina . 24.0 -10.0 32.1 59.0 10.7 -15.3 5.9 -11.4 9-7 

Pdce 144.9 4.5 9.8 111.3 7.8 -10.0 1.3 0,s 9.2 
Corn I -19.8 35.7 54.4 16.4 -16.8 8.6 -15.5 
Beene 

7.7 
0.4 97.7 54.0 15.2 -12.9 -12.2 - 0.9 -19.4 24- 5 

Other 25.0 15.2 1.2 122.3 ---- -28.0 0.6 6.4 11.4 
Lf vestock 17.9 12.5 2 -1.4 -14.9 -11.7 -15.0 -24.6 -18.8 
Other  ' 30.7 9.0 - 6.3 13.2 -13.5 -9.9 -27.7 -22.3 -5.4 
Poultry 
Forestry 
Honey 

. . Fishing 
INDUSTRY 3. 8 3,o -3.6 -5.0 -10.9 -22.9 -44.3 -17.1 -7.4 
SERVICES 22.1 35.3 15-5 16.3 -26.5 -23.0 - 2 3  296.3 76.7 
REAL ESTATC 5.1 -333 45.2 20.3 -13.1 -16.5 8.9 -18.0 4.0 
COr;MEBCE . 25.8 128.6 -10.3 -39.3 -31.0 48.9 -28.1 -?5.6 58.9 
COilSUWPTZON om-- ---- ---- ---- ---- ---- -I-- --- ---- 
OTiiEB -11.3 - 2.0 1.1 -13.1 -22.8 -19.9 -1215 -33.7 - 3.8 

TWAL 10.6 8.1 5.2 8.7 - 3.4 -10.2 1.9 - 4.4 - 4.8 
-- - z s .  

GODBCE: Computed from Table 54. 
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TW 57. HONDUXAS: BANAFON AND BANADESA. xw L O ~ S  G R ~ T E D  DURING THE YEAR. 
DIST~~B.~TIOX OF TEE ~ O U A V T S ,  BY ACTIVITY FTNANCED. (PERCENTAG!~~. 
1970-1980. 

- -  - - p-. -..-- .Y 
- .. -- . 4 

1970 1971 1972 1973 1974 I 975 1 976 1977 1978 ?979 1980 

AGRICDLT'JRI; 61.9 67-5 72.3 75.2 83.4 87-9 91-3 91-7 92.1 82.9 76.1 

Crops 34.5 39.0 42.0 46.4 63.0 73.2 77.0 78.5 84.6 75.9' 74-5 ---" ---- ---- ---- --..- ---- ---- ---- ---- ---- --..- 
Bananas 
C o f  f ea . 12.8 13.1 12.1 11.1 8.2 37.3 38.1 35- 9 38.7 24.5 

2.6 2.1 1.8 1.8 11.5 2.0 0.9 0.8 0.2 --- - Tobacco 0.7 0.1 

Cot ton 6-3 6.7 10.6 16.1 19.2 8.4 9- 6 18.1 13-3 8.5 10.8 
~ u p r  cane 2.1 1.4 2.4 1-9 I -8 3.3 1.2 5- 9 4.6 4.3 3-4 
Basic grains 7.0 12.2 10.8 10.3 22.6 36. I 24.0 12. 9 13.6 11.6 19.6 

Rice 0.6 2.0 3-3 1.6 3-8 11-8 5.2 3-0 2.1 2.7 4.2 
Corn 5.6 8-7 6-7 7.2 15.6 21.4 17.3 8.8 10.1 7.9 . 13.5 
Beens 0.8 1.4 0.8 1-5 3.2 2.9 1 5 1.2 1.4 1.0 2.0 

Other  3-7 3.6 4.4 . 5.2 569 76.3 39 8 3.6 . 18.0 13.2 16-1 

Livestock 26.4 26.8 29.4 27.9 19.8 + 73.6 13.7 12.6 7-1 6-7 4.0 
Other 1.1 1.7 0.8 1.0 0- 7 11.1 0.5 0.6 0.3 0.3 6.5 

IND'JSTRY 11.1 12.4 8.8' 7.8 8.5 4.6 2-3 1.0 2.6 5. 6 6.7 
SERVICES 0. I 0-3 0.2 0.3 0.4 0.2 ---- 0.1 0.1 2.1 8-6 
RSAL ESTATE 0.4 0.1 0.2 0.2 0.1 0.1 ---- ---- 0.1 0.1 0. I 

4.8 6.0 3.5 1-7 2.3 5.3 CO:.LHERCE 13.6 8. I 2-5 2. 7 2.0 ---- ---- ---- ---- ---- ---- ---- ---- COLSUPlPllION ---- ---- 
GTHE,S 12.7 11.7 15.9 11.7 5- 0 5-2 0.4 3-7 3- 2 7.0 2.6 

TOTAL 100.0 100.0 100.0 100.0 1GO.O 100.0 100m0 100.0 ,100.0 100.0 100.0 
-. - 

2--. 

S3URCEt Computed fro= Table 56. 

.I 

- 

' I " I I I '  
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TABLB 58, HONDURAS: BANAWN AND BANADESA. NUMBER OF NEV L O ~ S  GR~NTED DURING THE 
YEAR, BY ACTIVITY FINANCED, 1970-1980- 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 

AGRICULTURE: 26,346 32,668 36,238 43,468 61,833 88,682 47,967 39,990 42,541 45,044 48,343 
Crops 18,654 24,683 25,960 31,363 52,885 80,439 41,879 33,828 9 , 4 1 7  41,773 47,158 

Bananas ------ ------ .----- ------ ------ ------ 0----- ------ ------ ------ ------ 
Coffee 5,456 4,913 4,649 5,477 5,772 5,685 7,899 7.129 9,881 12,704 10,510 
Tobacco 202 121 116 103 131 43 15 6 3 2 
Cotton 158 202 481 831 1,196 67 '79 4 864 1,457 1,115 1,297 935 
Sugar cane 683 575 774 1,030 898 1,598 577 737 774 638 4,120 
Basic graina 11,27> 18,050 17,995 19,951 42,547 65,435 29,910 21,832 23,633 22,658 30,168 

Bice 955 1,508 3,184 2,816 2,690 9,163 5,208 2,467 2,109 3,250 4,868 
Corn 7,302 11,716 11,012 11,332 26,224 38,108 16,898 14,561 15,073 14,462 18,382 
Beens 3,015 4,866 . 3,799 5,803 13,633 18,164 5,804 4,804 6,451 4,946 6,918. 

Other 882 782 1,945 3,971 2,341 7,028 2,596 2,660 3,008 2,916 4,423 
Livestock 7,569 7,837 q0.134 11,830 8,734 8.014 5,978 6,009 4,029 3,205 4,113 
Other 123 1 48 1 44 275 214 229 110 153 95 66 72 

INDUSTRY - 346 274 285 423 491 . 1172 181 160 114 1-27 9 1 
SEZVICES 45 1 6 12 26 18 17 7 13 7 24 32 
R E U  -FSTATE 24 14 12 5 10 1 ' 4  6 13 3 

23 394 COCWERCE 276 82 190 294 465 4 62 290 308 270 2% 
CONSUPSTION -_--__ --___- ----_- ------ ------ ------ ------ -om--- - -  ..---I- 0-0--- 

OTHER 349 206 471 473 253 988 5 185 148 2% 138 

TOTAL -27,386 33,260 37,208 44,707 62,994 90,634 48,623 - 40,642 43,124 Li5,708 48,845 
I --  

SOURCE: BANADESA, bepartamento de Estudios Econbrnicoe. Unpublished recorde. 
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TABLE 59. HONDURAS: BANAFON AND BAXADESA. NM LOAKS GRANTED D'JRING TEE 
PEAR. DISTRIBUTION Or" THE IONBER OF LOANS BY ACTIVITY FINANCQ). 
(PERCENTAGES) 1970-1980, 

L - 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 - .  1980 

AGRICVLTURE 96.2 98.2 97.4 97-2 98.2 97-8 98- 7 98.4 98.6 98.5 99.0 
Crops 68.1 74.2 69.8 70.2 84.0 88.8 86.1 83.2' 89.1 91.4 ---- ---- ---- ---- ---- ---- ---- ---- -I-- --- 96.5 

Bananas ---- 
Coffee . 19.9 14.8 12.5 12.3 9-2 6-3 16.2 17-5 22. 9 27.8 21.5 . 

Tobacco , 0.7 0.4 0.3 0.2 0-2 0.1 0. I ---- .--- ---- ---- 
Cotton - 0.6 0.6 1-3 1-9 1-9 0- 7 1.8 3-6 2,6 2.8 1-9 
Sugar cane 2-5 1-7 2.1 2.3 5 . 4 1.8 1.2 1.8 1.8 7-5 2-3 
Basic grains 41.2 54.4 48.4 411.6 67-5 72.2 61-5 53-7 54.8 49.6 61.8 

Rice 3.5 4.5 8.6 6-3 4-3 to.? 10.7 6.1 4.9 7.1 10.0 
Corn 26.7 35-2 23.6 25.3 41.6 42.0 38.9 35.8 35.0 31.6 37- 6 
Beene 11.0 14.6 10.2 13.0 21-6 20.0 11.9 I?-E 15.0 10.8 * 14.2 

Other  3.2 2.4 5- 2 8- 9 3- 7 7-8 5- 3 6- 5 7.0 6.4 9.1 
Livestock 27.6 23.6 27.3 26.5 13-9 8.8 12.3 14.8 9-3 7.0 2- 3 
Other 0.4 0.4 0.4 0.6 0-3 0- 3 0.2 0-4 0.2 0.1 0.4 

INDUSTRY 1.3 0.8 0;8 0- 9 0.8 0-5 0.4 0.4 0.3 0- 3 0.2 
SERVICES 0.2 ---- ---- 0. 1 ---- ---- I--- 0--c ---- Om 1 0- 1 
EEAL ESTATE 0.1 ---- ---- 0-1 ---- ---- ---- ---- ---- ---- ---- 
CCXKERCE 1.0 0-2 0-5 0.7 0.6 0.5 1.0 0-7 0.7 0.6 0-5 
CCNSUMPTION . ---- ---- ---- ---- ---- ---- I--_ -I-- ---- I--- ---- 
CTHER . 1.3 0.6 1-3 ?.I 0.4 I. 9 .---. 0.5 0. 3 0.5 0.3 

TOTAL 100.0 100.0 100.0 100.0 700.0 100.0 -100,O 100.0 100.0 100.0 100.0 





Table 61. Honduras: Bacaiom and Banadesa. Sew Loans Granted D u r i n ~  the 

Pear (.bounts Actually Disbursed i n  '000 Lempiras) 1965-1WO. 

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 i979 1980 

Agriculture 26699.3 27662.5 26383.6 26556.2 27438.1 29371.0 29606.4 51501.9 44373.9 47727.0 57031.0 47827.9 80807.5 88433.9 102077.2 76526.0 

Crops 21956.5 21547.1 18258.5 17392.1 17098.6 16930.6 ii250.0 23544.0 24923.4 32620.8 43669.3 38314.0 69526.8 79926.3 93728.3 70905.1 

Bananas --- --- --- --- --- --- -- --- -- --- -- --- -- - -- - 
Coffee 3633.7 3135.6 2995.4 3526.9 3389.7 5143.3 6062.0 6205.3 7100.6 9652.8 69444 17627.9 50262.1 45616.8 53550.4 28960.9 

Tobacco 1340.0 2759.2 2781.3 1347.0 1364.6 1136.4 953.3 2891.3 1406.7 1539.8 1178.3 545.0 96.6 140.7 86.3 138.7 

Cot ton 14180.6 12061.6 7855.5 8613.2 6694.3 4297.2 3020.0 5201.7 7686.3 9828.3 7772.5 3339.7 6792.9 1514.1 16064.9 12395.3 

Sugar Cane 

Basic Craics  

Rice 

Corn 

Beans 

Other 

Livestock 

Other 

Industry 

S e r v i c ~ s  

Real Estate 

Consump t ion  

Other 

Total 

Source: Banalssa. Departamento De Estudios Econonicos. Unpublished Records. 



Agriculture 

Crops 

Bananas 

Coffee 

Tobacco 

Corton 

Sugar Cane 

Basic C-ains 

Rice 

Corn 

Beans 

Other 

Livestock 

Other 

Industry 

Services  

Real Estate  

Commerce 

Other 

Total  

. Table 62. Honduras: Banafom and Banadesa. New Loans Granted During the 

Year. (Amounts Actually Disbursed), By Act iv i ty  Financed 

(Percentages). 1965-1980 

Source: Computed From Table 61. 
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Tab le  64. Honduras: Banafom and Banadesa. New Loans Granted During t h e  

Year, (Xrrounts A c t u a l l y  Disbursed) ,  i n  Real Terms. ( '000 

Cons tan t  Lempiras o f  1966) 1968-1980. 

A g r i c u l t u r e  

Crops 

Bananas 

Coffee  

Tobacco 

Cot ton 

Sugar Cane 

Basic  Gra ins  

R ice  

Corn 

Beans 

Other  

L ives tock  

Othe r  

I n d u s t r y  

S e r v i c e s  

Real  E s t a t e  

C o m e r c e  

C t h e r  

T o t a l  

Source: Computed From Tab le  61. Values  Def l a t ed  by t h e  Annual Average o f  t h e  General  Consumer P r i c e  Index. 





Table 66 Hofiduras: Banafom and Banadesa. P o r t f o l i o  o f  Loa ; 

Outs t and ing  a t  t h e  End o f  t h e  Year, According t o  ,ne 

Sources  of Funds. ( ' 0 0 0  Lempiras) .  1970  - 1980  

Bhi '  ADESA 29872.0 26252 .1  26318.8 36791.1 40357.3 39685.7 39523.2 58716.1 40140.6 63143.4 43493.3 

D e p o s i t s  - - - - - - - - - 45288.9 38183.2 

Other  Funds 29872.0 26252.1 26318.8 36791.1 40357.3 39685.7 39523.2 58716.1 40140.6 17854.5 5310.1 

Redi scoun t s  - - - - - - 7969.2 13218 .9  42603.4 46148.2 50778.5 

Advances and Othe r  - - - 345.9 7135.1 19884.8 554.9 155 .0  223 , s  5.7 5.0 

INTERNATIONAL AGENCIES 9511.1 14353.4 22970.1 30261.3 31850.0 40041.0 22391.1 1898.0 38649.4 27416.5 31180.4 

US-AID 

XDB 

I BRD 

CABEI 

Other  

TOTAL 39383.1 40605.5 49288.9 67398.3 80342.4 99611.5 70438.4 91070.0 121616.4 136713.8 125S57.2 

Source: BLYADESA. Unpublished Records.  
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Table  70. Honduras: R a t i o s  o f  Loans Outs tanding a t  t h e  End of che Year 

t o  Gross Value Added i n  t h e  A g r i c u l t u r a l  Sec to r .  1970-1980. 

1970 1971  1972 1973 1974 1975 1976 1977 1978 1979 1980 

A g r i c u l t u r e  25.0 25.7 26.0 26.7 30.8 36.6 35.1 33.1 31.4 29.3 26.7 

Crops 

Bananas 

Cof fee  

Tobacco 

Cot t o n  

Sugar Cane 

Basic  G r a i n s  

R i c e  

Corn 

Beans 

0 t h e r  

L i v e s t o c k  65.1 66.7 70.5 

Other  13.8 11.6 13.8  

P o u l t r y  18 .8  17.3  18.4 

F o r e s t r y  4.6 3.9 4.4 

Other  106.0 61.8 80.0 

Source: Tab le  1 and C e n t r a l  Bank Data. 
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Table  72. Honduras: R a t i o s  of  Loans Outs tanding a t  t h e  End of  t h e  Year 

t o  t h e  Gross  Value of Output i n  t h e  A g r i c u l t u r a l  S e c t o r .  1970-1980 

A g r i c u l t u r e  

Crops 

Bananas 

Coffee  

Tobacco 

Cot t o n  

Sugar Cane 

Basic  G r a i n s  

R ice  

Corn 

Beans 

Other  

L i v e s t o c k  

0 t h e r  

P o u l t r y  

F o r e s t r y  

Othe r  

Source: Tab le  1 and C e n t r a l  Bank Data. 



A g r i c u l t u r e  

Crops 

Bananas 

Coffee 

Tobacco 

Cot ton 

Sugar Cane 

Basic  G r a i n s  

Rice 

Corn 

Beans 

Other  

L ives tock  

Othe r  

P o u l t r y  

F o r e s t r y  

Other  

Tab le  73. Honduras: R a t i o s  of  N e w  Loans Granted During t h e  Year t o  t h e  

Gross Value of  Output  i n  t h e  A g r i c u l t u r a l  Sec to r .  1970-1980 

Source: Table  7 and C e n t r a l  Bank Data. 



T i l h l r  74. I londuras:  Banafom and  Banadesa. Ncw Loans C m n t e d .  D u r i n ~  t l l c  
Year ,  hy 'l't-rm. ( k n o u n t s  in Thousands  o f  1 , r - a p i r ; ~ s ) .  1050-1 Of i f1  

T o t a l  -- 
396.8 

1.844.2 

2.045.6 

1.923.4 

3.664.1 

5.958.4 

7.392.8 

10.584.9 

13 .361 .9  

9.524.2 

10.352.6 

7.708.9 

12.121.3 

12.954.3 

16.262.3 

25.874.6 

30.326.9 

30.878.7 

32.508.0 

33.208.4 

39.383.1 

40.605.5 

50.604.7 

70.236.7 

80.342.4 

99.611.5 

70.438.4 

91.070.0 

121.616.4 

136.713.8 

125.457.2 

Amount 

S o u r c c  : BANADESA. Econo~nLc S t c ~ r l i c s  

1 Uric- yclar  o r  less. 

LJcrcent 
o f  T o t a l  

Medium and  Long-Tcrm 
P e r c c n t  

 m mount o f  T o t a l  



Robert Vogel 

ANNEX ON S A V I N G S  MOBILIZATION 



Annex on Savings Mobi 1 i z a t i o n  
Robert  Vogel 

As shown i n  Tables 1 through 3, the l i a b i i i t i e s  o f  the  Honduran 

f i n a r i c i a l  system have grown s l o w i y  i n  recent  years. Time and sav ings 

depos i t s  i n  p a r t i c u l a r ,  which a r e  key i n d i c a t o r s  o f  success fu l  domest i c  

resource mobi 1 i za t ion,  have increased by 1  ess than the  oonsumer 

p r i c e  index d u r i n g  the p a s t  two years .  Tables 4 through 6 p r o v i d e  

more d e t a i l e d  i n f o r m a t i o n  on the commercial banks, which a r e  the 

predominant component o f  t h e  Honduran f i n a n c i a l  system. Time and 

sav ings d e p o s t f s - a t  commercial banks have s tagnated i n  the past  two 

years  as commercial banks have s i g n  i f  i c a n t l y  increased t h e i r  re1 iance on 

1 i a b i l  i t i e s  t o  t h e  Cen t ra l  Bank, whi l e  fo ' re ign l i a b i  1 i t i e s  have 

decl  ined d ramat i ca l  l y  because o f  i n t e r n a t i o n a l  i n t e r e s t  r a t e  d i f f e r e n t i a l s .  

As shown i n  Table 7 through 3, BAN4DESA has never  m o b i l i z e d  a  s i g n i f i c a n t  

amount o f  t i m e  and savings d e p o s i t s ,  o r  even demand d e p o s i t s ,  and t h i s  

s i t u a t i o n  has n o t  changed i n  t h e  pas t  two years.  However, BANADESA 

has come t o  r e l y  more on l i a b i  1 i t i e s  t o  the Cen t ra l  Bank and l e s s  

on f o r e i g n  resources, whi l e  c a p i t a l  and reserves have con t inued  a 

downward t r e n d  i n  s p i t e  o f  new i n j e c t i o n s  o f  c a p i t a l .  Tables 10 

through 12 revea l  the  one b r i g h t  spo t  a's t h e  spec i  l i zed  savings i n s t  i t u -  

t i o n s  (ma in ly  savings and loan a s s o c i a t i o n s )  have substant  i a l  1 y increased 

t h e i r  t ime depo, t s  and e s p e c i a l l y  t h e i r  savings d e p o s i t s  and have 

crme t o  r e l y  l es3  on f o r e i g n  resources.  



-2- 

I n t e r e s t  r a t e s  on t ime and savings deposi ts  were f r e e  from con t ro l  

by the Central  Bank i n  May 1981, bu t  there  has been no subs tan t ia l  

upward movement i n  these i n t e r e s t  ra tes  o r  any grea t  rush on the p a r t  o f  

comnercial banks t o  promote t ime and saving deposits.  The reason f o r  

t h i s  i* the  r e l a t i v e l y  h igh reserve requirement on time and savings 

deposi ts  together  w i t h  the cont inu ing  con t ro l  o f  i n te res t  ra tes  which 

can be charged on loans, a t  most a s ta ted  r a t e  o f  19 percent. Reserve 

requirements are the same f o r  t ime and savings deposits as f o r  demand 

deposits:  10 percent i n  cash p lus 20 percent i n  government bonds 

which pay on l y  4 -percent  i n t e r e s t .  The only  except ion a r e  For - 

c e r t i f i c a t e s  o f  depos i t  over US$25,000 (10 pevcent p lus  10 percent) - - 

a i ~ d  savings and loan assoc ia t ions  (15 percent p lus  10 percent) ,  whi l e  - 

the reserve requirement on fo re ign  currency deposi ts  a re  h igher  than 

the regu la r  requirements. Having reserve requirement as h i g h  on time 

and savings deposits a s  on demand deposi ts  i s  r a r e l y  found i n  

developed count r ies  o r  i n  L a t i n  America. These h igh  reserve requ i re -  

ments a r e  e f f e c t i v e l y  a tax on deposi t o r s  i n  an attempt t o  prov ide cheap 

resources f o r  the Central Bank and the Government o f  Honduras. U n t i l  

the reserve requirements on time and savings deposi ts  a re  s i g n i f i c a n t l y  

reduced i t  i s  d i f f i c u l t  t o  be o p t i m i s t i c  about savings mob i l i za t i on  

i n  Honduras. 

Savings mobi 1 i z a t i o n  should be given a h igh  p r i o r i t y  i n  Honduras. 

F a i l u r e  t o  mob i l i ze  domestic resources together  w i t h  a growing govern- 



ment d e f i c i t  has g r e a t l y  r e s t r i c t e d  c r e d i t  t o  t h e  p r i v a t e  sector.  

The s i t u a t i o n  can, o f  course, be helped by a reduct ion i n  the government 

d e f i c i t  and by an increase i n  exterqal  resources. However, unless 

i n te res t  ra tes  on deposi ts  a re  ra ised,  a l a rge  p o r t i o n  o f  currency . 

increase i n  f o re ign  resources w i  11  disappear as c a p i t a l  f l  i g h t  from 

Honduras. There i s  an a l t e r n a t i v e  danger t h a t  c r e d i t  w i l l  be increased 

by al lowing the money supply t o  increase r a p i d l y ,  w i t h  obvious consequences 

f o r  the r a t e  o f  i . , fTat ion .and the balance o f  payments o f  Honduras. 

I t  should a l s o  be noted t h a t  devices are  being developed by the 

p r i v a t e  sector  t o  avoid i n t e r e s t  r a t e  r e s t r i c t i o n s  and reserve requ i re -  

ments. Contingent assets and 1 i a b i  l i t i e s  o f  commercial 'banks 

inc reas ing ly  represent a pass through o f  f o re ign  loans, and 

"F IDE ICOM I SOS.' w i  t h  bank gua~tian tees a re  o f  t e rn  used f o r  domestic 

resources t o  achieve the same type s f  evas ion. 
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Currency i n  c i r cu la t i on  
a/ Demand dkpos i t s -  
a/ Savings deposits-- 

- In  fore ign currency !?/ 

Tine deposit&' 
b/ 

' - In  fore ign currency - 
b/ Other d e p o s i t d .  - 

a/ Contractual savings- 
a/ Bonds, etc.- 

a/ Other 1 i ab i  l i t  ies-- 

TABLE 2 
COIJSOL IDATED FINANCIAL SYSTEM - HOtiDURAS 

LIABILITIES AT YEAR-END, lgh9-lg80 
(per cent o f  t o ta l )  

a/ In hands o f  p r i va te  sector. Time deposits and bonds before 1974 include small amounts i n  hands o f  publ ic  sector. - 
b/ Foreign currency deposits are included w i th in  other deposits. - 
Source: Central Bank o f  Honduras, Monthly S t a t i s t i c a l  Bu l l e t i n  



TABLE 3 

CONSOLIDATED FIEiAICIAL SYSTEM - HONDURAS 
LIABILITIES AT YEAR-END, 1969-1980 

(growth rates i n  per cent per year) 

Currency i n  c i r cu la t i on  

a/ Demand deposits-- 

Savings deposit&/ 

Foreign currencvb' 

Time deposi t s d  

b/ 
Foreign currency-- 

b/ 
Other deposit&, - 

a/ Contractual savings- 

a/ Bonds- 

Other l i a b i l i t i e s a /  

TOTAL 

a/ In hands o f  p r i va te  sector. Time deposits and bonds before 1974 Include small amounts i n  hands o f  pub1 i c  sector. - 
b/ Foreign currencydeposits are included w i t h i n  other deposits. - 
Source: Central Bank of Honduras. Honthly S t a t i s t i c a l  Bu l le t in .  



TABLE 4 

1969 

a/  
Oemrid depos i ts- 79,076 
Savings deposi t s ~ '  66,375 
Savings depos i t s  i n  

f o r e i g n  c u r r  ncy b/ 3,532 
Time depos i f e7 27,519 

I I I I i q  

f o r e i g n  currency -b! 1,824 
Other deposi ts  b/ 'i0.642 
Contractua l  s  v ings dl 7 15.757 
Bonds, s tc .  d 4,351 
Other I i a b i  l i t  ies  51 3.112 
L i a b i l i t i e s  t o  Central  

Bank 15,921 
L i a b i l i t i e s  t o  p u b l i c  

sec to r  c/ 
170 

P u b l i c  sector  deposi ts  
Fore ign 1 i a b i l  i t i e s :  

shor t  term 

14.303 
Fore ign l i a b i l i t i e s :  medium 

and long term dl 
Cap i ta l  and reserves 40.983 
Requ i red reserves 44,072 
Excess reserves 4,839 

COMMERCIAL BANKS - HONDURAS 
LIABILITIES AT YEAR-END. 1963 - 1380 

(Thousands o f  Lrmp i ras) 

a/ I n  hands o f  p r i v a t e  sector.  - 
b/ Foreign currency depos i t s  a re  inc luded w i t h i n  o t h e r  deposits.  - 
C/ P u b l i c  sector  deposi ts  and o t h e r  l i a b i l i t i e s  are n o t  d i s t i ngu ished  before 1974. - 
d/ Short- term and long-term f o r e i g n  l i a b i l  i t i e s  a re  no t  d i s t i ngu ished  before 19711. - 
Source: Central  Bank o f  Honduras, Monthly S t a t i s t i c a l  B u l l e t i n  
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TABLE 6 
COHhERClAL BANKS - HGNDURAS 

LIABILITIES AT YEAR-END, 1369 - 1980 
(firowth gates i n  Per Cent Per Year) 

69-70 70-71 71 -72 72-73 73-74 54-75 75-76 76-77 77-78 78-79 79-80 

Demand Deposits 5' 8.9 12.2 18.0 18.0 8.c 14.6 26.1 20.7 23.5 1.1 22.8 
Savings Depos i t s  51 13.8 - 10.9 8.6 18.8 3.0 -9 20.9 19.2 15.4 7.8 6.3 

Foreign currency b/ 39.0 13.1 22.1 26.6 9.8 12.0 82.9  -.2 22.3 25.5 . 10.5 
Time deposits 21 43-9 30.5 15.7 19.6 9-7 11.3 32.9 34.9 33-2 3- 1 -3.5 

Foreign currency b/ 18.4 152.8 40.3 -16.9 -19.8 74.2 35.4 42.9 32.5 -45.5 14.8 
Other deposits b/ 15.. 1 36.2 32.1 5.3 4.7 27.1 36.1 37.2 30.8 .Z 4.4 
Contractual savings-&/ 11.2 -06 5-7 5-9 14.4 15.2 16.9 14.6 12.6 8.8 12.8 
Bonds. etc. -7.3 90. 4 41.8 31 .O 19.2 -30.2 106.1 52-3 36.4 1.8 -40.1 
Other l i a b i l  i t i es  -12.5 145.5 -24.3 6.9 18.4 72.8 34.5 18.9 39-3 -9.6 18.9 
L iab i  1 i t i e s  t o  Central Bank 21.6 1.8 -1 -9 60.0 51.5 49-3 -4.9 23.2 --7 27.1 80.2 
L i a b i l i t i e s  t o  Pub1 i c  Sector C/ 351.2 108.9 47.6 .3 266.9 -4.7 48.5 30.6 -15.8 78.6 3.9 

Publ ic  Sector Deposits 51 -87.4 1573.3 h9.6 54.3 33.1 37.8 -32 -0 
Foreign L i a b i l  i t i es :  Short tern&/ -54.9 18.9 43.4 52.5 -47.8 184.5 -38.5 
Foreign L i a b i l i t i e s :  Hedium & 44.4 71.3 15.2 36.2 

Long Term !!! -38.1 2.4 25.5 55.7 1.9 -47.0 -9.4 
t a p i  ta: and Reserves 11.5 13.8 8.9 8.0 12.2 15.7 15.7 14.3 16.1 18.4 11.3 

Requi red Reserves 
Excess Reserves 

TOTAL 16.6' 19.9 13.1 19.5 11.8 16.0 24.6 27.2 15.6 9.4 8.8 

a/ In hands o f  p r i va te  sector. - 
b/ Foreign currency deposits are included w i th in  other deposits. - 
C /  Puhl i c  sector deposits and other l i a b i l  i t i e s  are not  dist inguished before 1974. - 
d/ Short-term and long-term foreign l fabi l i t i e s  are not dist inguished before 1974. - 
Source: Central Bank o f  Honduras, Honthly S t a t i s t i c a l  B u l l e t i n  



TABLE 7 
NATIONAL AGRICULTURAL DEVELOPMENT BANK - HONDURAS 

LIABILITIES AT YEAa-END, 1969 1980 
(Thousands o f  Lempiras) 

Demand depm'i ts  a/, 5,299 5,199 4.743 6,037 7,165 5,868 6,744 
Savings deposi ts  a/ 3.404 3,988 4,129 4.532 5,799 5,854 5,981 
Time deposi ts  a/. 3.896 3,899 2,185 2,108 3,181 2,102 3.164 
Other deposi ts  a/, b/ 159 137 336 255 168 218 922 
Bond, etc.  a/ 60 25 1 2.000 3.334 3,616 899 
Other l i a b i l i t i e s  a/ 432 416 546 829 1,373 1,551 1,526 
L i a b i l i t i e s  t o  Centra l  

Bank 14.628 12,873 15,971 15.380 23,170 34.218 48,926 
L i a b i l i t i e s  t o  p u b l i c  

sec to r  c/. 2,425 17.985 
6.815 10,173 12.083 

P u b l i c  Sector 
deposits,  c/, 7,704 11,509 

Foreign I iabTl  i t ies :  
short- term d/ 7,630 11,008 

29.736 34,381 28,361 32.663 34,540 
Fore isn l i a b i l i t i e s :  

medium and long term a/ 34,401 61,668 
Capi ta l  and reserves 35.681 42,062 46,699 52,242 56,875 60,300 67.363 
Required reserves f/ 4.376 3.805 5.086 6.640 7,103 6.208 7.042 
Excess reserves f/ 79 765 - 7 7 6  -1,150 32 1 1,988 3,593 

, 

1974 
a) I n  hands o f  p r i v a t e  sector.  Time deposi ts  and bonds b e f o r d i n c l u d e -  smal l  amcunts i n  hands 
b )  Other deposi ts  include: p r i m o r i  l y  f o r e i g n  currency deposits.  
c )  P u b l i c  sec to r  deposi ts  and o t h e r  l i a b i l i t i e s  are no t  d i s t i ngu ished  before 1974. 
d) Short- term and long-term fo re ign  l i a b l l i  t i e s  are not  d i s t i ngu ished  be fo re  1974. 
e) Pub1 i c  sec to r  deposits and o t h e r  l i a b i l i t i e s  are repor ted separate ly  s t a r t i n g  1971 
f) Includes smal 1 amounts o f  reserves o f  o t h e r  development banks. 

Source: Centra l  Bankof Honduras, Monthly S t a t i s t i c a l  B u l i e t i n  

7,549 
6,661 
4,452 
4,989 
1.320 
1.680 

51.779 

19,885 

14,625 

10.640 

63,306 
84,383 
9.844 
9,356 

o f  p u b l i c  

6,599 
9,922 
8.722 
1,094 
3.630 
1,731 

51,002 

18,376 

6,916 

13,296 

55,723 
80,545 

9.997 
15,458 

sector.  



TABLE 8 

NATIONAL AGRICULTURAL OEVELOPHENT BANK - HONDURAS 
LIABILITIES AT YEAR-END, 1971 - 1980 

(Per Cent o f  To ta l )  

Demand depos i t s a/ 4.3 
Savinos depos i t s  a/ 3 - 8  
Time deposi ts  a/ 1-9  
Other deposi ts  I?/, b/ .3 
Bonds, e tc .  a/ .O 
Other l i a b i  ~ T t i e s  a/ - 5 
L i a b i l i t i e s  t o  Central  Bank 14.5 
L i a b i l i t i e s  t o  P u b l i c  Sector c/ 6.2 

Publ i c  Sector Deposits c/ 
Foreign L i a b i l  i t i e s  Short term d/ 25.8 
Fore ign L i a b i  l i t i e s  Medium & Long-term a/ 

C a p i t a l  and reserves 
fIequi red reserves:f/ 
Excess reserves f/ 

1974 
a/ I n  hands o f  p r i v a t e  sector.  Time deposi ts  and bonds before/ inc lude small amounts i n  hands o f  p u b l i c  sector.  - 
b/  Other deposi ts  inc lude p r i m a r i l y  fo re ign  currency deposits.  - 
C/ P u b l i c  sec to r  deposi ts  and o t h e r  l i a b i l i t i e s  a re  n o t  d i s t i ngu ished  before 1974. - 
d/ Short- term and long-term f o r e i g n  l i a b i l  l t i e s  a re  n o t  d i s t i ngu ished  before 1974. - 
e/ P u b l i c  sec to r  deposi ts  and o t h e r  l i a b i l i t i e s  a r e  repor ted separate ly  s t a r t r n g  1971. - 
f/  includes small amounts o f  reserves o f  o the r  development banks. - 
Source: Centra l  Bank o f  Honduraz. Monthly S t a t i s t i c a l  B u l l e t i n  



TABLE 9 

NATIONAL AGRICULTURAL OEVELOPHENT BANK - HONOURAS 
LIABILITIES AT YEAR-END, 1971 - 1980 
( ~ r o w t h  Rates i n  Per Cent Per Year) 

Demand deposits 5' 
Savings deposits 
Time deposi t s  a/ 
Other deposits a/, b/ 
Bonds. etc. 51 

. Other l i a b i l i t i e s  d 
L i a b i l i t i e s  t o  Central Bank 
L i a b i l i t i e s  to Pub l ic  Sect r 5' 9 Publ i c  Sector Deposits 5 

Foreign L i a b i l i t i e s  Shart term d1 
Foreign L iab i  1 i t i e s  Hedium .5 Long-tetm 5' 

Capi t a l  and reserves 
Reqo i red reserves f! 
Excess reserves fl 
TOTAL 

a/ In  hands o f  p r i va te  sector. Time deposits and bonds before 1974 include small amounts i n  hands o f  publ tc  sector. - 
b/ Other deposits include pr imar i l y  foreign currency deposits. - 
c /  Publ i c  sector deposits and other l i a b i l i t i e s  are not  dict inguished before 1974. - 
d/ Short-term and long-term foreign l i a b i l  i t i e s  are not dist inguished before 1974. . - ' - e/ Public sector deposits and other 1 i a b i l  i t i e s  are reported separately s ta r t i ng  1171. 
f /  Includes small amunts o f  reserves o f  other development banks. - 
Source: Central Bank o f  Honduras, Honthly S t a t i s t i c a l  Bu l l e t i n  



TABLE 10 S?ECIALIZEO SAVINGS INSTITUTIONS - HONDURAS 

L lk0 lL lT lES AT YEAR - END. 1969-1980 
(Thousands o f  Lempiras) 

Savings deposits a/ 195 62 1 1,266 
Time deposits a/. 63 . 498 232 

, Other deposi ts  a/, b/, 4 59 26 
Bonds, e t c  a/, 518 2,934 0 
Other 1 i a b i  1 i t i e s  a/. 1,364 2,513 89 
L i a b i l i t i e s  t o  Central  Dank 2.764 4,580 430 
L i a b i l i t i e s  t o  p u b l i c  

sec to r  c/, 
0 0 0 

Publ i c  sector  
deposits c/, 

Foreign l i a s i  l i t i e s  A/, 18.305 18,468 3,918 
Capi ta l  and reserves 7,043 8.701 3,123 
Requ i red reserves 232 868 304 
Excess reserves 587 882 188 

a) I n  hands o f  p r i v a t e  sector.  
b) Other deposits inc lude p r i m a r i ~ y  fore ign currency deposits.  
c)  Pub l i c  sector  deposits and o ther  l i a b i l i t i e s  a r e  no t  d is t ingu ished  before 1974. 
d) Foreign l i a b i l i t i e s  a r e  almost m t i r e l y  medium and long term. 
e) An important savings i n s t i t u t i o n  became a bank i n  1971 

Source: Central  Bank o f  ~ o n d o r a s , ' U o n t h l ~  s t a t i s t i c a l  B u l l e t i n  



TABLE 11 

Csvi,tgs deposits a/ 
Time deposits a/ 
Other deposits a/, b/, 
Bond-, etc. a/ 
Ott.~,- l i a b i l T t i e s  a/ 
L i a b i l i t i e s  to  Central Bank 
L i a b i l  i t  ies t o  Publ i c  Sector 
Publ ic  Sector Deposits 5. 
Foreign 1 i a b i l  i t i e s  d/ 
Caoi t a l  and reserves 
~ e & i  red reserves 
Excess reserves 

SPECIALIZED SAVINGS INSTITUTIONS - HONDURAS 
LlA8lLiTlES AT YEAR-END, 1971 - 1980 

(per cent o f  Total )  

I n  hands o f  p r i va te  sector. 
Other deposits include pr imar i l y  fore ign currency deposits. 
Pub l ic  sector deposits and other l i a b i l i t i e s  are not  dist inguished before 1974. 
Foreign l i a b i l  i t i e s  are almost e n t i r e l y  mediun and long-term. 
An important savings i n s t i t u t i o n  became a bank i n  1971 

Source: Central Bank of Honduras, Monthly S t a t l s t i c a l  Bu l l e t i n  



TABLE 12 

SPECIALIZED SAVINGS INSTITUTIONS - HONDUDAS 
LIABILITIES AT YEAR-END. 1971 - 1980 

(Growth Rates i n  per Cec: per Year) 

Savings deposits a/ 
Time depos i t s a/ . 
Other deposits a/, b/, 
Bonds, etc. a/ 
Other l iab i lTt ies a/ 
L i a b i l i t i e s  t o  Central Bank 
L i a b i l i t i e s  t o  Publ ic  Sector c/ 
Publ ic  Sector Dcposits c/ 
Foreign l i a b i l i t i e s  </ 
Capital and reserves 
Requ i red reserves 
Excess reserves 

TOTAL 

a/ I n  hands o f  p r i va te  sector. - 
b/ Other deposits include p r imar i l y  foreign currency deposits. - 
c/ Public sector deposits and other l i a b i ! i t i e s  are not  dist inguished before 1974. - 
d/ Foreign l i a b i l i t i e s  are almost e n t i r e l y  medium and long-term. - 
e /  An important savings i n s t i t u t i o n  became a bank i n  1971. - 
Source: Central Bank o f  Honduras, Honthly S t a t i s t i c a l  Bu l l e t i n  



BANADESA - T H E  DELINQUENCY Q U E S T I O N  

AND L E N D I N G  C O S T S  

Carlos Cuevas 
Douglas Graham 



BANADESA - TEE DELINQUENCY 
AND LENDING COSTS 

QUESTION 

1. Delinquency Data and Rela ted I s sues  

Previous m a t e r i a l  has ana.lyzed the  r o l e  2nd r e l a t i v e  ' 

importance of BANAFOM - BANADESA i n  t he  pas t  two decades i n  

t he  g loba l  supply of a g r i c u l t u r a l  c r e d i t  i n  t h e  Honduran 

f i n a n c i a l  s e c t o r .  The p r e s e n t  chap te r  i s  concerned wi th  a  

more d e t a i l e d  look i n t o  the  i s s u e  oC delinquency and the  t rend 

and composition of lending c o s t s .  BANADESA was a l s o  e s t ab l i shed  

i n  March 1980, a s  a  r e s u l t  of j u r i d i c a l  r eo rgan iza t i on  of t h e  

e a r l i e r  a g r i c u l t u r a l  development hauls., BANAFOM. For 

convenience, however, we s h a l l  be us ing t he  term BANADESA t o  

r e f e r  t o  t h e  i n s t i t u t i o n  over the  e n t i r e  per iod  under s tudy  

here  un less  e x p l i c i t  comparison between the  two i s  undertaken.  

3elinquency o r  a r r e a r s  can be s tud ied  t3rou$-. nany 

d i f f e r e n t  forms. I n  t h i s  s e c t i o n  we choose t o  p re sen t  a 

mul t i - face ted  pe r spec t ive  on t he  delinquency quest  ions  i n  

BANADESA s ince  i t  i s  an important  problem i n  t he  i n s t i t u t i o n .  

F i r s t  we presen t  a  h i s t o r i c a l  time s e r i e s  on delinquency 

i n  t h e  1970 ' s .  Next we s tudy  t h e  age s t r u c t u r e  of t h i s  

delinquency p r o f i l e  and delinquency by e n t e r p r i s e  type  i n  

t h e  BANADESA p o r t f o l i o  i n  t h e  1970 's .  This  i s  fol lowed by 

a  b r i e f  d i scuss ion  of  delinquency by c l i e n t .  

then addresses  t he  i s s u e  of whether t he  more 

admin i s t r a t i on  has performed b e t t e r  than i t s  

The s tudy  

r ecen t  BANADESA 

predecessor  

i n s t i t u t i o n ,  BANAFOM, i n  lowering delinquency r a t e s  .' Within 

t h i s .  context  a r r e a r s  r a t i o s  w i l l  be analyzed by e n t e r p r i s e  



type and loan s i z e  f o r  t h e  reform and non-reform s e c t o r s  

wi thin  t h e  two i n s t i t u t i o n s .  The s e c t i o n  c l o s e s  w i th  a 

d iscuss ion of the  problems a s s o c i a t e d  wi th  recover ing  d e l i n -  

quent loans  and BANADESA ' s performance i n  t h i s  a r e a .  

Table 1 summarizes t h e  delinquency r eco rd  i n  t h e  

1970's  f o r  both a g r i c u l t u r a l  and non -ag r i cu l tu r a l  c l i e n t s .  

To gain  a complete pe r spec t ive  on delinquency one should 

look a t  both del inquent  balances  per - se  and a l l  rescheduled 

and re f inanced  loan balances .  In  s o  doing we can see  t h a t  

t he  delinquency r a t i o  r o s e  from 3 3 . 6  percen t  i n  1970 t o  50 .2  

by 1980. Non-delinquent loans  commensurately f e l l  from two- 

t h i r d s  t o  s l i g h t l y  l e s s  than one-half  of t h e  t o t a l  p o r t f o l i o  

i n  t h i s  t e n  year per iod .  While some year  t o  year v a r i a t i o n s  

~ c c u r  t he  o v e r a l l  t r e n d  through t ime of a d e t e r i o r a t i n g  

loan p o r t f o l i o  i s  unmistakable.  

Table 2 underscores t h e  f a c t  t h a t  between 80  t o  90 

percent  of  t he se  de l inquent  loans  have been due f o r  90 days 

o r  more. Independent da ta  f o r  1978, n o t  r epo r t ed  he re ,  

f uz the r  h i g h l i g h t  t h e  f a c t  t h a t  a  heavy propor t ion  i s  over  

one year i n  a r r e a r s .  I f  an i n s t i t u t i o n ' s  a r r e a r s  a r e  a 

high percent  (say 30 t o  40 pe rcen t )  and constant  ( i . e . ,  no t  

growing) and a r e  o f  r e l a t i v e l y  sho r t  dura t ion  (say 180 days 

o r  l e s s ) ,  one can argue t h a t  t h e r e  i s  merely an admin is t ra -  

t i v e  delay i n  f i n a l l y  secur ing l a t e  payments and r e p o r t i n g  

same. But, i n  t he  end,  they a r e  pa id .  However when your 



TABLE I 

LOANS OUT5Tt,llDlNG OF LiA:!ArG.F AND BANAJLSP. (AS OF 31 UECLHbER) BY DELItIQUENl AND 
tIO>4-QCLIl.QULIIT 5TAlUS i 5 7 0  - 1980 

( L o ~ n s  O ~ l a ~ c r s  i n  Thousmds of    en sir as) 

To ta l  Loans Outstandinp Rcscl~cduled and Ret i n a r ~ c c _ n l  Gelinquent Loaa Dal.=nrrs (1) HQO-@el inoucnr Loan 3.1l.mccs 

NJ. 1 Anvun L t NO. 5 A~.lo~:nt 2 Hn. AnwunL ? 110. C 6 r . m ~  I 

Years (L  ,000) (L,O*IC) (L,OOO) IL.CCC) 

( I )  Oe: inqutnt  loans a re  de f ined  a5 a l l  loans one day o r  more del inquent  i n  payment. Loens more than 9b days d c l  inquent 
ccrzorise between 89 and 90 percent  of  t h i s  total of del inquent  loans between 1970 and 1980 

Source: BAHPnESA f i les 
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TABLE 2 

TOTAL LOANS OUTSTANDIRG (AS OF 0EcE~BER31st) AND BY SELECTED 
DELINQUENT STATUS 1970 - 1980 ( I n  Thousands of Lempiras) 

DEL INQUENT LOAN BALAIICES 

LESS THAN noRE THAN TOTAL L ~ C N S  SEL INWENCY 
YEARS TOTAL 2 

(1) ( 2 )  
1970 14.794.4 100.0 
1971 17.961 . I  100.0 
1972 15,158.8 100.0 
1973 17.708.7 100.0 
I974 25.890.5 100.0 
1975 34.101.2 100.0 
1976 44.139.1 IOc).O 
1977 46,879.2 100.0 
1978 47,739.5 100.0 
1979 51.472. 3 100.0 
1983 69,559.8 100.0 

Source: BANADESA f l les .  

90 DAYS 2 
(3) (4) 

1.158.0 7.8 

90 DAYS 
(5) 

13.636.4 

e OUTSTAIID I t : ~  
( 6 )  (7) 
92.2 65,2143.2 
86.5 72,171.5 
87.5 84,148.1 
84.3 97,589.2 
75.1 .114,301.9 
80.2 131,882.1 
81.2 136,546.9 
85.1 131 ,eal - 5  
91.5 141,647.2 
89.7 161.147.7 
80.3 168,482.1 

RAT I 0  
(col I / co l  7) 



a r r e a r s  r a t i o  i s  bo th  h igh ,  growing and f i n a l l y  "aging", 

then t he  i n s t i t u t i o n  is  c l e a r l y  i n  t r o u b l e  a s  a  sub- 

s t a n t i a l  number of  c l i e n t s  a r e  d e l i b e r a t e l y  ignor ing t h e i r  

ob l iga t i ons .  

Weather and r e l a t e d  c l imate  problems ( f o r  a g r i c u l -  

t u r a l  c l i e n t s )  can exp la in  a  temporary i n t e r r u p t i o n  i n  

repayment f o r  one o r  maybe two growing seasons but  no t  

f o r  a  per iod a s  long a s  two, t h r e e  o r  more yea r s .  When 

no e f f o r t  whatsoever f o r  even p a r t i a l  repayment has been 

forthcoming f o r  t h a t  per iod  of t ime,  e s p e c i a l l y  f o r  medium 

t o  l a r g e  s ized  c l i e n t s ,  one can on ly  conclude t h i s  r e f l e c t s  

a d e l i b e r a t e  a c t  of  non-repayment because ok t h e  l a c k  of 

e f f e c t i v e  s anc t ions .  The i n s t i t u t i o n ,  i n  e f f e c t ,  has 

engaged i n  a  r a t h e r  h igh cos t  process  of  t r a n s f e r r i n g  income 

from Honduran and f o r e i g n  taxpayers  t o  t h e i r  c l i e n t s .  

Having s a i d  t h i s  i t  i s  important  t o  mention t h a t  

BANADESA's a r r e a r s  d a t a ,  r epo r t ed  i n  a l l  t h e  t a b l e s  i n  t h i s  

s e c t i o n ,  a r e  s i g n i f i c a n t l y  underes t imated.  The term "vencidos" 

i s  used a s  our b a s i s  of calculation of a r r e a r s ,  however, i t  

has  been r epo r t ed  t o  us  by BANADESA o f f i c i a l s  t h a t  a loan 

i s  only  recorded a s  "vencido" a f t e r  a l l  of i t s  i n s t a l l m e n t s  

have been recorded a s  unpaid.  I n  e f f e c t  del inquent  repayments 

on a  s e r i e s  of long term loan i n s t a l l m e n t s  a r e  n o t  included 

a s  del inquent  o r  "vencido" i n  BANADESA's s t a t i s t i c s  u n t i l  

a f t e r  t he  l a s t  i n s t a l lmen t  has f a l l e n  due and remained unpaid.  

This  means t h a t  none of  t he  ongoing and growing delinquency 



as soc i a t ed  wi th  long term loans  i s  being recorded.  Since 

BANADESA has  engaged i n  many long term loans  i n  t h e  p a s t  - 

( see  Table 3 )  one can on ly  surmise t h e r e  i s  a  b u i l t  i n  - 
downward b i a s  i n  t he  delinquency r a t i o s  repor ted  i n  Tables 

- 
1 and 2 .  This  f u r t h e r  means t h a t  t h e  major (and probably) 

on ly  way BANADESA improves i t s  delinquency r a t i o  i s  t o  acqui re  
- - 

and loan out  more long term loans .  Th is  adds t o  t he  denominator 

but no t  t o  t he  numerator o f  t he  delinquency r a t i o .  I f  a r r e a r s  
I - 

were es t imated  on t h e  b a s i s  of t he  amount due ( r a t h e r  than -. 

outs tanding but no t  due) t h a t  p i c t u r e  would be much more - 

severe .  Therefore  t h e s e  a r r e a r s  r a t i o s  should be considered 
-. a s  lower bound e s t ima te s .  

With t h i s  l i r n i t a t i on  i n  mind we can now move on t o  t h e  

remainiris t a S i e s .  Table 4  i l l u s t r a t e s  t h e  changing p r o f i l e  

of  delinquency by crop type and s e c t o r  f o r  t he  1970 ' s .  

These da t a  do no t  inc lude  rescheduled and re f inanced  loans ,  

on ly  e x p l i c i t  de l inquent  balances  a s  def ined  above. The - 

r e s u l t s  

. 1) 

2 

can be summarized a s  fo l lows :  

Up u n t i l  1980 a g r i c u l t u r e  g e n e r a l l y  recorded 

higher  delinquency r a t i o s  than o t h e r  s e c t o r s  i n  

BANADESA's p o r t f o l i o .  The years  1975, 6 ,  7 ,  s t and  

ou t  h e r e ,  perhaps as a  p a r t i a l  a f t e r  e f f e c t  of 

Hurricane F i f  i i n  1974. 

Within t he  a g r i c u l t u r a l  p o r t f o l i o  b a s i c  g r a i n s  (qs$qg 

corn a s  a proxy he re )  c l e a r l y  a r e  a  r i s k i e r  and more 

' delinquency r idden  component of t h e  p o r t f o l i o  than 

a r e  t h e  expor t  crops .  
-- 



TABLE 3 

CHANGING SHARES OF TERM STRUCTURE OF NEWLOANS IN BANADESA LOAN PORTFOLIO 

YEAR 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

(1) One year o r  less 

Source: BANADESA f i l e s  

1970 - 80. 

SHORT 

TERM (1)  - 
58.2 

57.2  

47.0 

56.6 

69.8 

56.9 

72.2 

74.3 

69.4 

75.9 

80.2 

LONG + 

MEDIUM TERM 



. BANADESA (AGRICULTURAL DEVELOPHENT BANK). DEL\NQJENCY RATlOS (DELINQUENT BALANCES/LOANS 
OUTSTANDING BY SECTOR AND ENTERPRISE TYPE I N  PERCENTAGE 

1970 - 1980 

Agr icu l tu re  

Cotton 
Coffee 
Corn 

- Tobacco 
Others 

Livestock 

Industry 

Trade and Others 4.34 12.05 9.80 4.83 13.55 18.23 13.64 29.49 41.40 32. 75 71.24 . - 
Total  21.37 24.89 18.01 18.15 22.65 25.86 32.33 35.55 33-70 31 -94 41 -29 

Source: Conputed based on data.from BANAMSA, Economic Studies D iv is ion  



3) I n  1980 t h e  l i v e s t o c k  p o r t f o l i o  a s  we l l  a s  t h e  non- 

a g r i c u l t u r a l  s e c t o r s  of  t r a d e  and i n d u s t r y  increased  

t h e i r  delinquency r a t i o s  d ramat ica l ly .  I n  t h e  case  of 

l i v e s t o c k  and indus t ry  loans  t h i s  r i se  may be due t o  

t h e  f a c t  t h a t  many long term loans  made i n  t h e  e a r l y  

t o  mid- 1470's  have now run t h e i r  course .  A s  ex- 

p la ined  e a r l i e r ,  BANADESA does no t  r eco rd  an on- 

going record  of  t h e  growing delinquency of long term 
;" - 

?$ loans .  They merely record t he  loan a s  del inquent  
I 9 a f t e r  t h e  l a s t  i n s t a l lmen t  has gone unpaid.  In 

s h o r t ,  t h e r e  may have been a l o t  of " l a s t  i n s t a l l -  

ments"fal1ing due i n  1980 i n  t he se  two a r e a s .  

I n  t h e  case  of  t r a d e ,  we can only  surmise t h a t  t h e  con- 

t r a c t i o n  of c r e d i t  i n  t he  f i n a n c i a l  s e c t o r  i n  1980 i s  being 

r e f l e c t e d  i n  t h e  growing delinquency i n  t h i s  s e c t o r .  

Table 5 o f f e r s  u s  a b r i e f  i n s i g h t  i n t o  t he  delinquency 

record  by type of c l i e n t  i n  1979. Several  p r i n c i p a l  f i nd ings  

emerge he re .  F i r s t ,  non -ag r i cu l tu r a l  l oans  r e p r e s e n t  a  small  

p a r t  of the  t o t a l  del inquency i n  BANADESA (but  remember t h e  

r i s e  i n  1980 discussed i n  t h e  previous  paragraph) ;  second, 

l a r g e  farmers (100 manzanas o r  more) represen t  31 percen t  o f  t h e  

t o t a l  delinquency recorded i n  t h e  bank t h a t  year  while small  

farmers (10 manzanas o r  l e s s )  account f o r  only 4 . 5  percen t )  . . .  
Thi rd ,  when one looks a t  del iquency wi th in  groups we see  t h a t  

t he  a r r e a r s  r a t e  f o r  small  and l a r g e  farmers does n o t  appear much 

d i f f e r e n t  and both a r e  roughly comparable t o  t h a t  recorded by 

refcrm groups.  Medium s i zed  farmers however recorded a much 

b e t t e r  delinquency r a t i o .  



TABLE 5 

A 

DISTRIBUTION OF DELINQUENCY BY CLIENT 

BANADESA PORTFOLIO LOANS OUTSTANDING 

( JUNE ;@, 1979 ) 

- 

SHARE OF DELINQUENCY DEL l NQUENCY RAT1 0 - 

TYPE OF CLIENT I N  TOTAL PORTFOLIO WITHIU EACH CLIENT 
GROUP (1) - 

Non a g r i c u l  tura; loans . 

Agrar ian reform loans 

Coop. and o the r  group 

loans 15.4 

Large farmer (100 Mz +) 31 .O 

Medium s ized farmers 

(10-100 MZ) 13.5 

Small farmers (-10 MZ) 4.5 

100.0 

* Delinquency here includes ref inanced and rescheduled loans as 
w e l l  as del inquent loans. 

(1) Del inquent loan balances/ tota l  loans outstanding.  

(2) Lowest percent includes l a rges t  farmer loan i n  p o r t f o l i o ;  
h ighes t  percent excludes t h i s  s i n g l e  farmer. 

Source: CrGdito Agropecuario: Diagn6st ico y Recomendaciones, 
Coopers and Lybrand.et.  a l ,  

Tegucigalpa, 1979. P. 63. 



The remaining t a b l e s  i n  t h i s  s e c t i o n  s e t  f o r t h  

delinquency r a t i o s  i n  a comparative context  t o  determine 

t he  ex t en t  t o  which t h e  r ecen t  r eo rgan iza t i on  of BANAFOM 

i n t o  BANADESA has  i n  f a c t  made a d i f f e r e n c e  in  t h e  a r r e a r s  

record  f o r  t h e  a g r i c u l t u r a l  p o r t f o l i o .  It should be made 

c l e a r  a t  t h e  o u t s e t  t h a t  t h e s e  remaining t a b l e s  r e f e r  

only  t o  a g r i c u l t u r a l  loans .  Two frames of r e f e r ence  a r e  

e s t ab l i shed :  (1) the  accumulated a r r e a r s  r eco rd  t o  da te (7 /31 /81)  

f o r  a g r i c u l t u r a l  loans  which a l l e g e d l y  inc ludes  t h e  a r r e a r s  

on a l l  a g r i c u l t u r a l  loans  s t i l l  ou t s tand ing  r e g a r d l e s s  of 

t h e  years  i n  which t hey  were made and;  (2 )  t h e  a r r e a r s  on 

a g r i c u l t u r a l  l oans  made on ly  i n  t h e  pe r iod  1980-81. The 

former measure l a r g e l y  r e f l e c t s  t h e  r eco rd  of BANAFOM, 

t h e  previous  Development Bank, whi le  t h e  l a t t e r  measure 

r e f l e c t s  t h e  a r r e a r s  r eco rd  of BANADESA, BANAFOM' s successor 

i n s t i t u t i o n  launched i n  1980. 

~ e \ ; e r a l  b i a s e s  a r e  inherent  i n  t h e  d a t a .  Delinquent 

repayments on long term loans  a r e  n o t  recorded i n  t h e  da t a  

s ince  t h e  loan  i s  s t i l l  considered a c t i v e  and non-delinquent 

u n t i l  i t s  l a s t  due payment matures.  This  means t h e  

delinquency rate i s  underest imated i n  t h i s  da t a  t o  t h e  

ex t en t  t h a t  t h e r e  a r e  medium t o  long term loans  i n  t h e  

p o r t f o l i o  (as  t h e r e  c e r t a l n l y  are)  t h a t  a r e  c u r r e n t l y  i n  

some s t a t e  of a r r e a r s  but  no t  recorded a s  a del inquent  

balance s ince  they  haven ' t  run t o  t h e i r  f i n a l  i n s t a l lmen t  



y e t .  It i s  unc l ea r  whether t h i s  b i a s  would have a 

s t ronge r  impact on t h e  BANAFOM o r  BANADESA p o r t f o l i o .  

Another b i a s  concerns t h e  more r ecen t  BANADESA p o r t -  

f o l i o .  Since ou r  accounting d a t e  ends on J u l y  31, 1981, 

many seasonal  loans  i s sued  i n  l a t e  1980 and e a r l y  1981 

would no t  be due u n t i l  la te  1981 o r  e a r l y  1982. This  

means t h a t  t h e  denominator i n  t h e  delinquency r a t i o  would 

be overest imated and the  delinquency r a t e  lower than i t  

should be. I d e a l l y  one would l i k e  t o  have included only 

those  loan  balances  on which payments are due i? t h e  denomin- 

a t o r .  S t i l l  t h e  r e s u l t i n g  underes t imate  of delinquency 

f o r  t he  BANADESA p o r t f o l i o  of 1980-81 should  no t  a f f e c t  

our  conclus ions  on i n s t i t u t i o n a l  comparisons i f  t h e  

d i f f e r ences  a r e  f a i r l y  s u b s t a n t i a l .  The fol lowing 

comparisons w i l l  focus  on d i f f e r e n c e s  by e n t e r p r i s e  

t ype ,  and loan s i z e  f o r  t he  reform and non- 

reform c l i e n t e l e .  

Table  6 presen t s  t h e  delinquency d a t a  on t he  e n t i r e  

a g r i c u l t u r a l  p o r t f o l i o  f o r  t h e  two i n s t i t u t i o n s  f o r  t h e  

reform and non-reform c l i e n t e l e s .  The d a t a  show t h a t  t h e  

r ecen t  reorgan iza t ion  may have made a d i f f e r e n c e  i n  a r r e a r s  

performance i n  t h a t  t he  BANADESA delinquency r a t i o s  a r e  

s u b s t a n t i a l l y  below those  f o r  t he  accumulated a r r e a r s  of 

t h e  BANAFOM-BANADESA per iod .  This  s tands  ou t  f o r  both t he  

reform and non-reform s e c t o r s ,  however t he  c o n t r a s t  i s  



Table 6 . Delinquency R a t i o s  (By Number of Loans and Amounts) f o r  
BANAFOM + BANADESA and BANADESA Alone by Sec to r  of Loan 

Delinquency ~ a t i o s l l  
Non-Reformed Reformed T o t a l  

I n s t i t u t i o n  Sec to r  S e c t o r  P o r t f o l i o  

1 )  BANAFOM f BANADESA 
(Tota l  Accumulated Ar rea r s )  

a )  By No. of Loans 70 
b) By Outs tanding Balance 4 5 

2)  BANADESA (1980-1) ' 

a)  By No. of Loans 35 
b) By Outs tanding Balance 30 

L/Delinquency r a t i o  equa l s  (D/LH-C) 100,  where D e q u a l s  d e l i x q u e n t  l o a n s  
and C e q u a l s  c u r r e n t  o r  non-delinquent loans .  

Source: BANADESA f i l e s .  



Table  7 . BANADESA -- Accumulated Delinquency ~ a t  io&' by En te rp r i s e  Type, 
by Type of Borrower ( inc ludes  BNF Operations) 

Non-Reformed Sector  Ref ormed Sector  Tota l  
Outstanding Outstanding Outstaniiing 

No. of Loans Balance No. of Loans Balance No. of Loans Balance 
Rat io  (%) Ratio  (%) Ratio  (%) Ratio  (%) Ratio (%) Ratio  (%) 

Crops 

Bananas 
Coffee 
Tobacco 
Cotton 
Sugar Cane 
Basic Grains 

Rice 
Corn 
Beans 

Other Crops 

Livestock 

Other 

Pou l t ry  
Fo re s t ry  
Honey 
Fishing 

To ta l  

11 -Delinquency r a t i o  equa ls  (D/D+C)100 where D = del inquent  loans  and C = cu r r en t  non-delinquent loans.  



Table 8 .  BAN-AEESA: Delinquency R a t i o s  by ~ n t e ' r ~ r i s e  Type, by Type of Borrower. 
1980-81 Operat ions .  

Non-Ref ormed S e c t o r  Reformed S e c t o r  T o t a l  
Outs tanding Outs tanding Outs tanding 

No. of Loans Balance No. of Loans Balance No. of Loans Balance 
R a t i o  ( X )  - 0 R a t i o  (XI R a t i o  (%) Rat io  (%) e R a t i o  (%) 

T o t a l  A g r i c u l t u r e  .35 .30 . 29  .35 .35 . 3 1  

Crops . 3 8  . 3 5  . 30  . 2 7  .37  .33  

Bananas 
Coffee 
Tobacco 
Cotton 
Sugar Cane 
Basic Gra ins  

Rice  
Corn 
Beans 

Other Crops 

Lives tock 

Other 

P o u l t r y  
F o r e s t r y  
Honey 
F i sh ing  



Corn 

Cof - 
fee 

Fores 

R m r e  
m u *  



my Fish- 1 
i: i 
% g 

S u g a r  

p 7  
m 
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Cot tor 
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Coffee 

Tobacco- 

t 

Cotton 

Sugar 

Rice 

Corn 

Beans 

Live- 
stock 

Poultry 

Forestry 

Honey 

F i sh ing  



s t ronge r  i n  t h e  non-reform s e c t o r  when one uses  delinquency 

by ou ts tand ing  balance . 

Ente rp r i s e  Type 

It i s  now u s e f u l  t o  s ee  how t h i s  lower delinquency 

r a t i o  f o r  BANADESA r e f l e c t s  i t s e l f  through o t h e r  measures. 

Tables 7 and 8  and F igures  1 ,  2 and 3 por t rqy  t h e  

delinquency r a t i o s  f o r  t h e  reform and non-reform c l i e n t e l e  

by e n t e r p r i s e  type under t h e  two i n s t i t u t i o n a l  frames o f  

re fe rence .  For purposes of a n a l y s i s  we s h a l l  concen t ra te  

on t he  t a b u l a r  m a t e r i a l .  

The h i s t o r i c a l  a r r e a r s  r eco rd  i n  Table 7 (which 

we s h a l l  r e f e r  t o  a s  BANAFOM s i n c e  i t s  r eco rd  dominates 

t h e  accumulated a r r e a r s  d a t a  up t o  J u l y  31,  1981),  of  

course ,  shows a  higher  delinquency measure o v e r a l l  and 

higher  f o r  most crop types  than t he  BANADESA a r r e a r s  i n  

Table 8  . Coffee,  f o r e s t r y  and f i s h i n g  r eco rd  severe  

delinquency r a t i o s .  H i s t o r i c a l l y  t h e  reform s e c t o r  i n  

t h e  BANAFOM p o r t f o l i o  (Table 7 ) d i d  b e t t e r  i n  c o t t o n ,  

sugar carbe, beans and t h e  o t h e r  crop a c t i v i t i e s  than t h e  

non-reform s e c t o r .  The l a t t e r  performed s l i g h t l y  b e t t e r  

i n  t he  o t h e r  ba s i c  g r a i n s  ( r i c e  and corn) and s u b s t a n t i a l l y  

b e t t e r  i n  c o f f e e ,  p o u l t r y  and f i s h i n g  loans .  

The BANADESA p o r t f o l i o  covering 1980-81 has improved 

t h e  a r r e a r s  r eco rd  ac ros s  most crops  (wi th  on ly  co f f ee  



remaining a s  a  h igh and r g l a t i v e l y  unchanged delinquency 

account) .  Livestock and o the r  non-crop loans ,  gene ra l l y  

high delinquency a r e a s  i n  t h e  BANAFOM p o r t f o l i o ;  a r e  absent  

i n  t he  BANADESA p o r t f o l i o .  This  might r e f l e c t  BANADESA' s 

cau t ious  d e s i r e  t o  reduce t h e  r i s k y  and high a r r e a r s  loan 

a c t i v i t i e s  from t h e  previous  p o r t f ~ l i o  and no t  engage i n  

new loans  in  t he se  a r e a s .  Regardless of t he  motive t h e i r  

absence c l e a r l y  improves t h e  o v e r a l l  a r r e a r s  record .  

F i n a l l y  BANADESA has  a  markedly improved a r r e a r s  record  

i n  b a s i c  g r a i n  l oans  than d id  BANAFOM. It would be 

interest in^ t o  i n v e s t i g a t e  f u r t h e r  t he  f a c t o r s  t h a t  l a y  

behind t h i s  appa ren t ly  improved performance i n  BANADESA, 

i. e .  whether t h i s  i s  due t o  a  d i f f e r e n t  p o r t f o l i o  s e l e c t i o n  

f o r  f inanc ing ,  b e t t e r  customer eva lua t ion  wi th in  p o r t f o l i o s ,  

d i f f e r e n t  eva lua t ion  and /or  monitoring procedures ,  e t c . . .  

Addi t ional  s t u d i e s  a r e  necessary  t o  analyze  t h e s e  f e a t u r ~ s .  

A f i n a l  c o n t r a s t  i n  t h e  BANADESA da t a  (Table 8 ) 

shows t h a t  t h e  i nd iv idua l  c l i e n t e l e  ( the  non-reform s e c t o r )  

have a  b e t t e r  a r r e a r s  r eco rd  than  t h e  reform s e c t o r  f o r  

r i c e  and corn loans  thereby  g iv ing  t h i s  s e c t o r  a much 

b e t t e r  record  i n  b a s i c  g r a i n s  loans  a s  a  whole. The reform 

s e c t o r ,  on t he  o t h e r  hand, performed b e t t e r  wi th  co t ton  

and sugar cane loans .  Coffee i s  t he  h ighes t  a r r e a r s  a r e a  

i n  both  s e c t o r s  but between t h e  two the  non-reform c l i e n t e l e  

shows a  b e t t e r  record .  Overal l  t he  non-reform s e c t o r  

records  t he  lower delinquency r a t e ,  a s  seen e a r l i e r .  



Loan Size  and I n t e r e s t  Rate C r i t e r i a  

Loan s i z e  c r i t e r i a  g i v e  one an idea  of t h e  degree t o  

which a poor a r r e a r s  performance i s  due t o  the  d i f f i c u l t i e s  

of s e rv i c ing  many small  loans  (and poss ib ly  small farmers)  

o r  t h e  degree t o  which l a r g e r  loans  (and l a r g e r  farmers)  

a r e  t he  major causes of poor repayment. I n  looking at t h e  

BANAFOM da ta  i n  Table 9 s e v e r a l  i n t e r e s t i n g  f i n d i n g s  

a r e  apparent .  For t h e  whole p o r t f o l i o  smal ler  s i zed  loans  

(below 10,000 o r  below 5,000 lempiras)  have markedly h igher  

delinquency r a t i o s  than  medium s i z e d  o r  l a r g e r  s i zed  ioans .  

The func t iona l  r e l a t i o n s h i p  of  a r r e a r s  r a t i o s  t o  loan s i z e  

f o r  the  t o t a l  p o r t f o l i o  would appear t o  be an i n v e r t e d  J 

func t ion ;  h igh a r r e a r s  f o r  t he  smal les t  loan s i z e s ,  dec l i n ing  

s t e a d i l y  u n t i l  t h e  ve ry  l a s t  l a r g e s t  loan s i z e  ca tegory  

where it r i s e s  s l i g h t l y  aga in .  

An i n t e r e s t i n g  c o n t r a s t  emerges between the  reform 

and non-reform c l i e n t e l e  i n  Table 9 . I f  we focus  our 

a t t e n t i o n  Jn t h e  a r r e a r s  d a t a  on ou ts tand ing  balances  ( the  

more r e l evan t  measure),  we s e e  t h a t  i n  t h e  accumulated 

h i s t o r i c a l  a r r e a r s  record  f o r  BANAFOM t he  reform s e c t o r  

gene ra l l y  r e g i s t e r s  a  h igher  a r r e a r s  r a t e  f o r  l a r g e r  loan  

s i z e s  than f o r  smal le r  loan s i z e s .  In sharp c o n t r a s t  t h e  

i nd iv idua l  farmer o r  non-reform c l i e n t e l e  show a  much lower 

s e t  of a r r e a r s  r a t e s  f o r  l a r g e r  loan s izes  and h igher  a r r e a r s  

fo r  lower loan s i z e s .  



Table 9 .  BANADESA -- Accumulated Delinquency R a t i o s  by Loan. S i z e ,  by Type of 
Borrower ( i n c l u d e s  BNF Operat ions) .  

Non-Reformed S e c t o r  Reformed Sec to r  T o t a l  
Outs tanding Outstanding Outs tanding 

Loan S ize  No. of Loans Balance No. of Loans Balance No. of Loans Balance 
Category Ra t io  (%) R a t i o  (%) Rat io  (%) Rat io  ( 2 )  Rat io  (%) R a t i o  (2) 

T o t a l  .7Q .45 .57 .4D . 6 9  .44 



Table 1 0 .  BANADESA -- Delinquency R a t i o s  by Loan S i z e ,  by Type o f  Borrower. 
1980-81 Operat ions .  

Non-Reformed S e c t o r  Reformed S e c t o r  T o t a l  
Out s t a n d i n g  Outs tanding Outs tanding 

Loan S i z e  No. of Loans Balance No. of Loans Balance No. of Loans Balance 
Category R a t i o  (%) Rat io  (%) R a t i o  (%) R a t i o  (%) R a t i o  (%) R a t i o  (Z) 

T o t a l  .36 .30 . 2 9  - 3 5  -35 .31  



Figure  4 .  Reformed Sec to r :  Delinquency R a t i o s  by Lo+ S i z e  
(Outstanding Balance) 
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Figure 6. Banadesa-Banafom: Delinquency Ra t io s  by Loan S i ze  
(Outstanding Balance) 
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The da t a  f o r  the  BANADESA p o r t f o l i o  1980-81 r e p e a t s  

t h e  same a r r e a r s  p a t t e r n  f o r  t he  c u r r e n t  loan ope ra t i ons ;  

(1) an i nve r t ed  J func t ion  f o r  t h e  t o t a l  p o r t f o l i o ;  (2)  a  

r i s i n g  func t ion  f o r  i nc rea s ing  loan s i z e s  f o r  t h e  reform 

s e c t o r ,  and; (3)  es sen t i aL ly  a  dec l in ing  func t ion  ( i f  

we ignore  t he  l a r g e s t  loan s i z e )  f o r  inc reas ing  loan s i z e s  

f o r  t he  non-reform s e c t o r .  These p a t t e r n s  a r e  t r a c e d  ou t  

i n  F igures  4 , 5 , 6  and 7 where these  f u n c t i o n a l  r e l a t i o n s h i p s  

of loan s + z e s  and a r r e a r s  r a t e s  a r e  graphed f o r  easy v i s u a l  

r e f e r ence .  

Several  y . ~ e s t i o n s  emerge from these  f i n d i n g s .  F i r s t ,  

an important  con t r i bu t ion  t o  t he  t o t a l  a r r e a r s  ra te  in  t he  

cu r r en t  ag r i cu l - t u r a l  p o r t f o l i o  i n  BANADESA i s  due t o  the  

behavior of  a  r e l a t i v e l y  small  number of reform. groups 

wi th  ve ry  l a r g e  del inquent  loans .  Who a r e  t he se  groups? 

What crop o r  e n t e r p r i s e  c h a r a c t e r i z e s  t h e i r  a c t i v i t y ?  What 

f a c t o r s  have inf luenced o r  condi t ioned t h e i r  del inquent  

s t a t u s ?  What a r e  the chances f o r  loan recovery and what 

s t r a t e g y  ( including o ther  government agency a c t i o n s )  should 

be undertaken t o  dea l  wi th  t he se?  

A t  t he  very  l e a s t ,  consider ing t h e  small number 

of  c l i e n t s  involved (perhaps no more than 8 t o  l o ) ,  - 

d e t a i l e d  case  s t u d i e s  of t h e s e  c l i e n t s  a r e  c a l l e d  f o r  -- 

along t h e  l i n e s  suggested above. In s h o r t ,  del inquencies  - 

- 

of t h i s  magnitude ( t ha t  ve ry  l i k e l y  account f o r  13  t o  
-- 

20 percent  o f  t o t a l  delinquency) a s soc i a t ed  with such a  
- - 



l im i t ed  number of l a r g e  loan customers should no t  go unstudied 

and unrepor ted t o  the  i c t e r e s t e d  pub l i c  a t  l a rge .  Too much 

i s  a t  s t ake  i n  terms of  i n s t i t u t i o n a l  v i a b i l i t y  and t h e  s o c i a l  

c o s t s  of i m p l i c i t  subs id i e s  and income t r a n s f e r s  a r e  too  

high t o  be ignored.  F a i l u r e  t o  p roper ly  analyze and exp la in  

t he se  cases  c r e a t e s  an unfavorable image f o r  t h c  i r s t i t u t i o n .  

Secondly, i n s i g h t s  i n t o  t h e  f a c t o r s  a s soc i a t ed  wi th  

del inquent  r a t i o s  f o r  small  loan s i z e s  a r e  a l s o  c a l l e d  f o r  

given t h e  importance of t h i s  group i n  t h e  t o t a l  a r r e a r s  p i c t u r e  

f o r  the  non-reform s e c t o r .  Given t h e  l a r g e  number of 

f a rmer -c l i en t s  t h a t  make up t h i s  group (say those  wi th  loan 

s i z e s  below 10,000 lempiras)  a c a r e f u l  s t a t i s t i c a l  a n a l y s i s  

i s  suggested.  One could f i r s t  s l i c e  ou t  t he  s p e c i f i c  

e n t e r p r i s e  type delinquency behavior f o r  a l l  loans  below 

t h i s  t h r e sho ld .  A t  t h e  same time r e g i o n a l  d isaggregat ion 

by t h e  same loan s i z e  group by e n t e r p r i s e  type  would al low 

one a  more accu ra t e  i n s i g h t  i n t o  t h e  r e g i o n a l  and crop o r  

l i v e s t o c k  s p e c i f i c  n a t u r e  of t he  delinquency.  F i n a l l y  

separa t ing  ou t  t h e  term s t r u c t u r e  f e a t u r e s  f o r  t h i s  group 

adds an a d d i t i o n a l  dimension. In t h e  end one could ge t  

the  e n t e r p r i s e  type and term s t r u c t u r e  c h a r a c t e r i s t i c s  f o r  

a l l  del inquent  farm loans  below 10,000 lempiras  i n  s p e c i f i e d  

regions .  With t h i s  evidence i n  hand the  bank could pinpoint  

b e t t e r  t h e  f a c t o r s  a s soc i a t ed  wi th  t h e i r  small  loan delinquency 

problem and undertaken measures t o  c o r r e c t  i t .  



This  kind 

u s e f u l  f o r  t he  

of  " in t e l l i gence"  informat ion i s  no t  on ly  

l ende r  t o  make b e t t e r  dec i s ions  about t h e  

r i s k s  and c o s t s  of lending t o  f u t u r e  c l i e n t - t y p e s ,  i t  can 

a l s o  be u se fu l  t o  o t h e r  a g r i c u l t u r a l  agencies  and programs 

i n  t he  event t h a t  r e a l  product ion,  p r i c i n g  o r  marketing 

problems a r e  compromising t h e  r a t e  of  r e t u r n s  t o  farming 

f o r  a  l a r g e  number of s e l e c t e d  c l i e n t s .  

The f i n a l  t a b l e  i n  t h i s  s ec t i on  i l l u s t r a t e s  t h e  

a s s o c i a t i o n  between i n t e r e s t  r a t e s  and delinquency. The 

ques t ion  here  i s  whether delinquency i s  higher  f o r  cheaper 

( i . e .  subs id ized)  loan programs and lower f o r  h igher  i n t e r e s t  

r a t e  loans  t h a t  FANADESA makes wi th  i t s  own money. The 

reasoning behind t h i s  ques t ion  i s  t h a t  development banks 

may be more cau t ious  and circumspect i n  t h e  loans  t hey  make 

wi th  t h e i r  domest ica l ly  mobil ized d e p o s i t s  ( i .  e .  t ake  t he  

r i s k s  and c o s t s  of lending i n t o  account more c a r e f u l l y )  

than t hey  a r e  wi th  i n t e r n a t i o n a l l y  t r a n s f e r r e d  donor funds. 

This  could be t r u e  f o r  two reasons .  The donor may 

l a y  on such c o s t l y  and r i s k y  end-use and t a r g e t i n g  r equ i r e -  

ments f o r  t he  u se  of t h e i r  loans  t h a t  h igh  deXinquency 

r e s u l t s .  O r ,  a l t e r n a t i v e l y ,  t h e  bank may f e e l  they do no t  

have t o  have a  good repayment r eco rd  wi th  t h e s e  fo re ign  

program funds s ince  they w i l l  always g e t  more money from 

the  donor a s  long a s  they can show the3  met t h e i r  t a r g e t i ~ g  

goel.  Regardless ~f the  motive h e r e ,  one could argue t h a t  
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a t  l e a s t  they w i l l  be more c a r e f u l  

from t h e i r  own funds.  

wi th  t h e  loans  they  make 

The da t a  i n  Tabie 11 and t h e  graph i n  Figure  8  

can be i n t e r p r e t e d  iso support  t h i s  hypothesis  (though perhaps 

no t  a s  s t rong ly  a s  o ~ l e  would have l i k e d ) .  The delinqu2ncy 

r a t i o s  f o r  recen t  loatls i n  t h e  16 tc 19 percent  i n t e r e s t  

r a t e  range a r e  lower than those  a s soc i a t ed  wi th  t h e  fo re ign  

donor program loans  i s sued  a t  concessionary i n t e r e s t  r a t e s  

from 11 t o  14 pe rcen t .  To t h e  e x t e n t  t h a t  t h i s  i s  a f a i r  

c h a r a c t e r i z a t i o n  of BANADESA' s delinquency r eco rd  v i s - a -v i s  

i n t e r e s t  r a t e s ,  i t  impl ies  t h a t  t h e  i n s t i t u t i o n  apparen t ly  

has  t h e  capac i ty  t o  improve i t s  a r r e a z s  s i t u a t i o n  when 

i t  i s  f r e e  t o  charge the  going market r a t e  of  i n t e r e s t  and 

i s  no t  hamstrung by the  t a r g e t i n g  x i t e r i a  which gene ra t e s  

high r i s k s  and c o s t s  i n  t h e  underpr iced f o r e i g n  program 

loans .  

11. Loan Recovery I s sues  

Having seen the  uncomfortably high delinquency p r o f i l e ,  

i t  i s  now p e r t i n e n t  t o  look i n t o  what BANAFOM ( p r i o r  t o  

1980) and BANADESA ( i n  t he  p re sen t )  may be doi-ng t o  c o r r e c t  t h i s  

problem o r ,  indeed,  i f  anything can be done t o  c o r r e c t  t h e  problem. 

Two s t u d i e s  have a l ready  addressed t h i s  problem r e c e n t l y ,  

one by Coopers and Lybrand i n  1979 and t h e  o t h e r  by Mendieta Fo r t i n  



Table11 . BANADESA -- Delinquency Ratios by I n t e r e s t  Rate, by Type of Borrower. 
1980-81 Operat ions.  

- 
Non-Reformed Sector  Reformed Sector Total  

Ourst anding Outstanding Outstanding 
I n t e r e s t  No. of Loans Balance No. of Lcans Balance No. of Loans Balance 
Rate (%) Ratio (%) Ratio (%) Ratio (%) Ratio (%) Ratio (%) Ratio (%) 

13.00 

14.00 

' 15.00 cV 
@l 

I 16.00 

17.00 

19-00 

Total 
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Figure  8 

BANADESA: Delinquency R a t i o s  by I n t e r e s t  Rates  
by Outs tanding Balances 

d o n - R e f o r m e d  S e c t o r  ------ Reformed Sector  
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Lagos y  Asociados i n  1980. The f o l  lowing d iscuss ion  w i l l  be based 

l a r g e l y  on those f i n d i n g s  w i t h  which we have no reason t o  d isagree.  

Tab le  12 g i v e s  a  rev iew o f  t h e  loan guarantees asked by  BANADESA 
l 

over  t h e  pas t  10 years. I t  i s  c l e a r  t h a t  much o f  t h e  p o r t f o l i o  o f  

loans has n o t  been secured by f i r m  c o l l a t e r a l  such as mortgages. A lso  

i t  i s  c l e a r  t h a t  t h e  modest element o f  mortgage s e c u r i t y  a; t h e  beg inn ing 

o f  t h e  decade (29 - 31 percent  o f  the  p o r t f o l i o )  r a p i d l y  d e c l i n e d  t o  

r e l a t i v e  i n s i g n  i f  icance. F i d u c i a r y  co-s igners  and personal  p r o p e r t y  

guarantees took i t s  p lace.  

T h i s  i s  1 - f o r t u n a t e  s i n c e  b o t h  a r e  ve ry  weak guarantees. F i d u c i a r y  

t r u s t e e s ,  e s p e c i a l l y  when they a r e  government bodies o r  agencies a r e  

n o t o r  i o u s l  y poor guarantors .  BANADESA has s u f f e r e d  f rom t h  i s  through 

t h e  f a i l u r e  o f  IHCAFE and INA t o  honor the del inquency o f  c l i e n t s  

A t  the  o t h e r  end o f  the  spectrum a r e  a  1 1  the guarantees under 

"prendasl', i. e. , persona l o r  a t  tachab le  p r o p e r t y  o f  some s o r t  such 

ds crops,  equipment, i n v e n t o r i e s ,  etc... . .  These a l s o  a r e  d i f f i c u l t  

t o  c o l l e c t  e s p e c i a l l y  i f  they a r e  q u i c k l y  p e r i s h a b l e  ( o r  e a s i l y  s o l d  as 

a  c r o p  marketed through a d ispersed  n o n - c e n t r a l i z e d  m a r k e t i n g  channel) ,  

U n f o r t u n a t e l y  many o f  BANADESA' s  loan guarantees f a 1  1 i n t o  t h i s  

category .  F i n a l l y ,  f o r  those non-per ishable  i tems t h a t  c o u l d  be a t t a c h e d  



TABLE 1 2  

CHANGING FORM OF GUARANTEES FOR NEW LOANS I N  
BANADESA PORTFOLIO 

1970 - 1980 

P e r s o n a l  P roper ty  
Crop I n v e n t o r i e s  Mortgage F iduc ia ry  

Year Equipment, e t c .  S e c u r i t y  Co-Signers T o t a l  

Source:  RANADESA f i l e s  
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lengthy and cos't l y  l e g a l  proceedings a r e  r e q u i r e d .  

Several f e a t u r e s  s tand o u t  h e r e  i n  BANADESA's s i t u a t i o n .  F i r s t  

it would appear t h a t  long delays ensue f rom the t i m e  a c l i e n t  i s  i n  

a r r e a r s  u n t i l  some p r e l i m i n a r y  a c t i o n  i s  taken. Second t h e  l o c a l  

assessor i n  the branch agency i s  o f t e n  n o t  in formed t h a t  w r i t t e n  

i n s t r u c t  ions t o  d e c l a r e  d e l  inquency proceed ings have been sen t  t o  

the c l i e n t .  He i s  thus unable  t o  go o u t  and p reven t  t h e  c l i e n t  f rom 

d ispos ing o f  a t t a c h a b l e  s e c u r i t y  under t h e  loan. F i n a l l y  i t  i s  

apparent t h a t  BANADESA has o n l y  brought  about f i v e  percent  o f  i t s  

c u r r e n t  a r r e a r s  cases t o  c o u r t .  

The fo rego ing  suggest d e f i c i e n t  d e l  inquency and d e f a u l t  procedures 

and e i t h e r  no f a i t h  i n  o r  no i n t e r e s t  i n  u s i n g  the c o u r t s  t o  

prosecute d e l i n q u e n t  c l i e n t s .  To t h e  e x t e n t  t h a t  some o f  the d e l i n q u e n t  

p o r t f o l i o  i s  recoverab le ,  r u l e s  must be made t o  determine a f e a s i b l e  s t r a t e g y  

here. Very o l d  de1inquenc.j i s  n o t  e a s i l y  c o l l e c t e d ;  one should c o n c e n t r a t e  

q~ non p e r i s h a b l e  c o l l a t e r a l  o f  f a i r l y  r e c e n t  terms, e tc . . . .  The 

Mendieta F o r t i n  Lagos r e p o r t  addresses these  issues w i t h  some 

h e l p f u l  suggest ions.  

I n  c l o s i n g  t h i s  s e c t i o n  on loan recovery  problems, i t  i s  impor tant  

t o  emphasize the f a c t  t h a t  d e s p i t e  the growing importance o f  a r r e a r s  

- - "  L 



i r l  its po r tfolio , BANADESA cials have not undertaken any serious 

analysis of the apparent causes oE this delinquency. An institution 

whose livelihood depends on good loan recovery performance would 

clearly want to undertake this kind of analysis. Only outside teams 

or consultants have drawn together this delinquency data to get an 

understanding of its association w i  th other variables or cl ient 

characteristics. Clearly the institutions accounting and statistical 

gathering network should be reorganized to produce quick, consistent, 

monthly or quarterly reports on recent delinquency by farm size, loan 

size, crop-type, region (or agency), etc.... This information should 

be fed into the decision making machinery of the institution at both 

the branch and central office so that loan decisions can take into 

account the current record of risks apparent in the appropriately 

designed delinquency tables growing out of past loans (say the 

last two years). Such an effort would also require a much more 

accurate definition of del inquency than that currently in use by the 

bank. 

The fact that no effort has been undertaken to deal with the 

statistical basis of determining the proximate causes of delinquency 

leads one to suspect that there may be no incent ive t o  do s o  or they 

would have done it long ago. I t  would appear the institution can 



sti l l  g e t  funding ( a l b e i t  w i t h  more d i f f i c u l t  and time consuming negot i -  

a t i o n s )  i n  s p i t e  of r i s i n g  del inquency.  I n t e r n a t i o n a l  donors  and 

t h e  l o c a l  government appear  t o  have g i v e n  o t h e r  o b j e c t i v e s  much 

h i g h e r ' p r i o r i t y  than  evidence of e f f o r t s  t o  reduce del inquency.  

I n  a l l  f a i r n e s s  t o  t h e  o f f i c i a l s  of  BANADESA p o l i t i c a l  p r e s s u r e  

from o u t s i d e  t h e  i n s t i t u t i o n  t o  make unsound l o a n s  may have $Layed some 

r o l e  i n  weakening t h e  p o r t f o l i o .  Frequent s h i f t s  i n  t h e  i n s t i t u t i o n ' s  

1c;ldershfp and branch n~anogel-s from one! p o l i t i c n l  n d n ~ i n i s  r r a t i o n  to 

ano the r  fo l lowing  e l e c t i o n s ,  can i n t e r f e r e  wi th  a t t e m p t s  t o  i n s t i l l  a 

d i s c i p l i n e d  a c c o u n t a b i l i t y  among t h e  s t a f f .  I t  i s  u n l i k e l y  t h a t  t h e  

del inquency problem can be  t a c k l e d  s u c c e s s f u l l y  i n  t h e  long r u n  u n l e s s  

a r e l a t i v e l y  autonomous l e a d e r s h i p  and competent s t a f f  can be  kep t  i n  

p l a c e  long enough t o  do its job  and, a t  t h e  same time, rewarded (wi th  

promotion o r  h igher  pay) o r  punished ( i . e . ,  f i r e d ,  r e a s s i g n e d ,  g iven  lower o r  

no pay i n c r e a s e s ,  e t c . )  f o r  impor tan t  d e c i s i o n s  t h a t  add t o  o r  reduce t h e  

v i a b i l i t y  o f  t h e  portCol.10. 'I'lle f a c t  t h a t  I3ANADESA1s r e c e n t  dcl.inquency record  

is a n  apparen t  improvement over  t h a t  of BANAFOM is  encouraging.  S t i l l  

much more work i s  needed t o  lower t h e  a r r e a r s  even f u r t h e r .  To t h e  e x t e n t  

t h a t  t h e  c u r r e n t  BmADESA a d m i n i s t r a t i o n  con t inues  its e f f o r t s  toward 

improving its l o a n  a d m i n i s t r a t i o n  and del inquency record ,  o t h e r  government 

bodies  shou ld  s u p p o r t  t h i s  e f f o r t  by  l e s s e n i n g  t h e  p r e s s u r e  f o r  unsound 

l o a n s ,  s t o p  f o r c i n g  t h e  i n s t i t u t i o n  t o  f o l l o w  c o s t l y  i n t e r e s t  r a t e  procedures  

t o  s e r v e  h igh  r i s k  customers and i n t r o d u c e  more f l e x i b l e  i n t e r e s t  r a t e  

p o l l c l e s  t o  a l low the i n s t i t u t i o n  t o  cover  i t s  c o s t s  more s a t i s f a c t o r i l y .  



1 .  1,cnding Costs and P o l i c y  I m p l i c a t i o n s  

This  s e c t i o n  reviews t h e  a v a i l a b l e  evidence on l e n d i n g  c o s t s  compiled 

by t h e  Coopers and Lybrond s tudy ,  supplemented by informal  o b s e r v a t i o n s  

by our-f i e l d  teams. 

I n  r e f e r e n c e  t o  l e n d i n g  c o s t s ,  a n a l y s i s  should  determine t h e  

changing r e l a t i v e  importance of l o a n  e v a l u a t i o n  and approva l  c o s t s ,  a d m i n i s t r a t i v e  

moni tor ing and c r e d i t  s u p e r v i s i o n  c o s t s ,  and, f i n a l l y ,  l o a n  c o l l e c t i o n  c o s t s .  The 

e x i s t i n g  s t u d i e s  on BANADESA's l end ing  c o s t s  have n o t  under taken a n  a n a l y s i s  

w i t h i n  t h i s  frameworkl Thus, a d d i t i o n a l  a n a l y s i s  documenting t h e  above f e a t u r e s  

should  complement and extend t h e  Coopers and Lybrand s t u d y  of 1979. Th i s  a n a l y s i s  

should  p o i n t  o u t  c r i t i c a l  a r e a s  of apparen t  m i s a l l o c a t i o n  of a d m i n i s t r a t i v e  

r e s o u r c e s  and o p p o r t u n i t i e s  Eor c o s t  economies. Never the less ,  f o r  t h e  

p r e s e n t ,  t h e  Coopers and Lybrand work and f i e l d  o b s e r v a t i o n  a l low 

us  t o  i d e n t i f y  and d i s c u s s  some of t h e  more v i s i b l e  problem a r e a s .  

Table 1 3  p r e s e n t s  a  h i s t o r i c a l  p e r s p e c t i v e  on t h e  growing level  
5 

o f  average r i s k  c o s t s  p e r  borrower f o r  B A N A D E S A  from 1972 through 1978. 

Unit  c o s t s  have r i s e n  2.5 t imes  i n  s i x  y e a r s  w h i l e  average  r i s k  c o s t s  

rose  by a  much h i g h e r  magnitude.  

any s t a n d a r d s .  I t  is i n s t r u c t i v e  

number o f  borrowers have been dec  

t h e  o p e r a t i o n a l  c o s t s  have been r  

Both o f  t h e s e  f i g u r e s  a r e  high by 

t o  no te  from Table  13 t h a t  the  

l i n i n g  from t h e  h  

i s i n g  i n  s p i t e  of 

ighs  o f  1974-75 but 

t h a t  f a c t .  



No. of 
Borrowers 

14,000 ( e s t )  

13 ,200 

16,500 

28,600 

19,500 

16 ,200  

14,000 

TABLE 1 3  

OPERATIONAL AND RISK COSTS PER BORROWER - 
RANADESA - 1972-78 

O p e r a t i o n a l  , Unit P r o v i s i o n  
Costs  (1,. 000) '  Costs  ( I , )  f o r  Ilad Dcbt 

9.784 699 L. 7,245 

8 , 3 5 1  633 3,211 

8,167 495 8,844 

6,257 219 2,600 

5,727 294 3 8 

4 ,323 267 1 ,206 

3,804 272 1 ,626  

Risk Cos t s  
per/llorrowcr 

518 L .  

243 

5 36 

91 

2 

74 

116 

(1 )  These are s t r u c t l y  o p e r a t i o n a l  c o s t s  and exc lude  f i n a n c i a l  c o s t s  and bad 
deb t  c o s t s .  

Source: BNF D i v i s i o n  Tecnica ;  r ep rod i~ced  i n  C r e d i t o  Agropecuario:  Diagnos t i c0  
y Recomendociones, Coopers and Lybrand e t  a l .  Tegucigalpa ,  1979,  
p.  114. 
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O r d i n a r i l y  one would expect ope ra t i ona l  cos ts  t o  d e c l i n e  as t he  

number o f  customers dec l  ine.  Th is  r e f l e c t s  severa l  f a c t o r s :  ( 1 )  the  

number o f  loans per  customer 

f rom the mid-1970's probably  

(3) the re  i s  probably  a  b u i  

may be r i s i n g ;  (2)  the r i s e  

caused ope ra t i ona l  cos ts  t o  r 

I t  i n  element o f  f i x e d  cos ts  ( 

i on  i n  i n f l a t  

ise ,  and; 

i .e . ,  t he  

i n a b i l i t i e s  t o  d ismiss personnel o r  reduce cos t s  q u i c k l y  i n  a  p u b l i c  

' >ec to r  i n s t i t u t i o n )  t h a t  prevents  the  i n s t i t u t i o n  f rom s c a l i n g  back 

i t s  cos ts  when : t s  business dec l ines.  Th i s  growing " i d l e  capac i t y1 '  o r  

excess s t a f f ,  e tc .  causes u n i t  cos ts  t o  r i s e  as loan demand o r  the 

a v a i l a b l e  supply o f  funds dec l ines .  The r i s e  i n  t he  p r o v i s i o n  f o r  bad 

debt w i t h  i t s  comensura te  r i s e  i n  r i s k  cos ts  per  borrower i s ,  o f  ' 

course, r e f l e c t i n g  t he  r i s e  i n  de l inquency discussed i n  d e t a i l  i n  the  

e a r l  i e r  sect  ion.  

The r e p o r t  a l s o  under1 ines t he  f a c t  t h a t  t h i s  h i g h  cos t  scenar io  i s  

unusua l l y  severe among the  sma l le r  branches. O f  t he  28 branches 

(d i v i ded  i n t o  2 ve ry  la rge ,  6 la rge ,  11 medium s i zed  and 9 smal l  branches),  

t h e  8 l a r g e s t  were a1 l eged l y  ab le  t o  cover t h e i r  d i r e c t  and i n d i  r e c t  

cos ts  ( i  .e., these cos ts  f e l l  w i t h i n  the  Gross p r o f i t  margin assoc ia ted  

w i t h  these agencies).  Only 20 percent o f  the  medium s i zed  branches 

and. none o f  t he  smal 1 branches were ab le  t o  cover  these cos ts .  O f  

course, p rac t  i c a l  l y  a1 1 branches (except f o r  one medium s  ized branch) 

were unable t o  a l s o  cover  t h e i r  c a p i t a l  losses assoc ia ted  w i t h  bad debt.  

Add i t i ona l  work by t he  Coopers and Lybrand team uncovered the 

invo lved  procedures assoc ia ted w i t h  the  a c t  o f  s o l i c i t a t i n g  and 

secur ing  a loan i n  BANADESA. I n  b r i e f  they can be summarized as f o l l ows :  



1.. Sol ici'ting, review and approvs! stades--------------- 21 steps 

2. Disbursement, rcutine administration 

TOTAL 70 

The report indicates that while there are some minor variati 

according to different 

procedures are fol lowed 

conclusions: 

loan characteristics, essential 

for a1 1 loans. These findings 

steps 

on s 

ly, the same 

lead to several 

1 )  There are clearly too many steps or processes involved here 

which add substantially to lending costs. 

2) The large variety of forms, instruct ions and procedures 

frequently lead to errors, misclassifications and misleading 

statistical tabulations. 

3 )  Given the limited training of many of the field personnel filling 

out the forms, the problems mentioned in number (2) above are 

exacerbated. 

4) Given the high and growing del inquency or arrears rate discusszd 

earlier, it is clear that rising operational costs are doing 

nothing to stem the rise in arrears. 

5) These procedures do not vary (as they shculd) to reflect 

variations in the seasonality, task, or activity being f i  nanced, - 

They are all ferma 1 ized a,nd cen't ra l ized in to a uniform procedure. 



6) Most important ly ,  the procedures do no t  vary according to  

s i z e  o f  loan, type o f  crop, market ing channels, e t c . - i n  shor t ,  . 

no allowance i s  made i n  the procedures t o  deal w i t h  loans 

. w i t h  w ide ly  d i f f e r e n t  degrees o f  - r i s k .  

The main t h r u s t  and focus o f  these procedures emph~s ize  i n t e r n a l  

communication w i t h i n  the bank more than 'con tac t  and communication 

w i t h  the c l i e n t .  There a r e  a l o t  o f  f r o n t  end costs here i n  the 

form o f  d e t a i l e d  farm p lans and mon i to r ing  costs t o  attempt t o  v e r i f y  

loan use a c t i v i t y  and very l i t t l e  f o l  low on costs ( i n  actual  p r a c t i c e )  

f o r  loan recovery. I n  t h i s  sense i t  i s  d i f f i c u l t  t o  take the 35 steps 

associated w i t h  loan recovery se r i ous l y  i f  many o f  these steps are  

associated w i t h  j u d i c i a l  steps which are  i n  f a c t  r a r e l y  resor ted to.  

S i m i l a r l y ,  the  i n t e r n a l  steps f o r  loan recovery, i .e., l e t t e r  announcing 

del inquency w i t h  long delays ( i n  p r a c t i c e ) ,  e t c .  - more o f t e n  tban no t  

insure t h a t  the  farmer disposes o f  whatever a t tachab le  a s s e t s  (i.e., prendas )  mipht  

be involved i n  f u tu re  proceedings. 

I n  summarizing these issues we can say w i t h  some degree o f  confidence 

tha t  lending costs i n  BANADESA a re  h igh  and grcwing i n  recent years 

( i .e. ,  up to  1979 s ince Lnrormation f o r  1980-81 is n o t  i i v i ~ i l i ~ b l c ) .  

Furtlwrnlorc, t h e s e  c o s t s  do n o t  appea r  t o  play any r o l e  

i n  s lowing down the growth i n  a r rears  over the same time per iod.  The 

degree t o  which the procedures and processes !ha t c rea te  these growing 

cob is are "forced" on BANADESA by regulat ions imposed by outs i de ent i t ies  

.. such, as i n te rna t i ona l  agencies and the Central  Bank and the degree 

- 



t o  which they are  l a r g e l y  i n t e r n a l  l y  generated ( i  .e., poor management) 

remains t o  be documented. Our understanding here i s  t h a t  both elements 

a re  c o n t r i b u t i n g  t o  t h i s  s t a t e  o f  a f f a i r s  and changes a re  reau i red  

w i t h i n  both areas. 

Pol i c y  Imp1 i c a t  ions 

Three major changes a re  needed t o  deal w i t h  the problems o f  

lending costs and delinquency. F i r s t ,  BANAOESA should be al lowed 

t o  charge h igher  i n t e r e s t  ra tes than the  cu r ren t  regu la t ions  from 

in te rna t i ona l  donors and the Central  Bank permi t .  This w ' l l  a l l ow  

them t o  earn higher '  gross re tu rns  from the; r lending ope'rations and 

cover more o f  t h e i r  costs  than they are  c u r r e n t l y  doing. Secondly, 

a t  the  same time, a concerted e f f o r t  must be made t o  lower lending 

costs.  I n  p a r t i c u l a r ,  discussions should :e opened w i t h  the re levant  

loan source agencies and the  Central  Bank t o  .remove nios t and perhaps 

a l l  o f  the end use requirements associated w i t h  crop type. This would 

e l im ina te  much o f  the  f r o n t  end farm p lan  and mon i to r ing  costs 

associated w i t h  these cu r ren t  requirements. More a t t e n t i o n  should 

be g iven t o  loan recovery e f f o r t s  ( t h a t  a re  e f f e c t i v e )  and techn ica l  

assistance a t  the  farm l e v e l  where appropr ia te.  Also opera t iona l  costs 

should vary according t o  r i s k ,  i .e. p u t t i n g  more resources i n t o  eva lua t ing  

l a rge r  and/or r i s k i e r  loans w i t h  more c a r e f u l  procedures and smal l e r  

and/or less r i s k i e r  loans w i t h  on l y  r o u t i n e  procedures. Thi rd,  and 

f i n a l l y ,  the cu r ren t  s t a t i s t i c a l  in format ion and repo r t i ng  s y s c m  should 
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be redesigned in:such a way as t o  repor t  regu 

poss ib ly  every qua r te r )  the  ar rears  s ta tus  on 

l a r l y  (say eQery month o r  

new loans granted i n  the - 
last one t o  two years. Furthermore, i t  should disaggregate these 

ar rears  by agency ( t o  take regional  c h a r a c t e r i s t i c s  i n t o  account) , 

by crop type, by farm s i z e  and loan s i z e  i n  the  reform and non-reformsectors 

i n  a g r i c u l t u r e  and non-agr icu l  t u r e  respec t ive ly .  

At the same t ime the ar rears  measures should be r e s t r u c t  

t o  t r u l y  r e f l e c t  ar rears,  tha t  i s ,  a r rears  on cu r ren t  i n s t a l  

o f  outstanding long tttrm loans. The cur ren t  p r a c t i c e  o f  on1 

a loan as being i n  a r rears  on l y  a f t e r  the l a s t  ins ta l lment  h 

ured so as 

lments 

y r e p o r t i n g  

as f a l l e n  

due unpaid i s  both misleading and counterproduct ive i n  Cack l ing t h i s  

problem. 

With t h i s  k i n d  o f  in fo rmat ion  i n  hand on a regu la r  and systematic 

basis  and, moreover, d i s t r i b u t e d  r e g u l a r l y  t o  the re levant  loan o f f i c e r s  

i n  the branches, the i n s t i t u t i o n  should be ab le  t o  evaluate the  cu r ren t  

r i s k s  and p r o b a b i l i t i e s  o f  delinquency by region, crop type, farm and 

loan s ize,  f o r  re form and non-reform c l i e n t s .  This should be use fu l  

in format ion t o  consider i n  making new loans i n  t h e i r  region (as w e l l  

a l e r t i n g  the branch more q u i c k l y  on p o t e n t i a l  problem areas i n  long 

term loans tha t  are c u r r e n t l y  runnihg i n t o  del inquency). 
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BORROWING C O S T S  AND FORMAL AND INFORElAL CREDIT 
A C T I V I T Y  AT T H E  FARM FOUSEHOLD L E V E L  

C a r l o s  C u e v a s  
D o u g l a s  H. Graham 



Borrowing Costs  and Formal and 
Informal Cred i t  A c t i v i t y  a t  

The Farm Household Level :  Survey Resu l t s  

1. In t roduc t ion  

A f i e l d  survey was undertaken during August, 1981 in  

o rder  t o  document and c h a r a c t e r i z e  t h e  behavior and common 

procedures followed by farmers of d i f f e r e n t  types  when 

engaging i n  f  i n m c i a l  a c t i v i t i e s  . 
The s p e c i f i c  o b j e c t i v e s  of t he  survey may be summarized 

as fol lows:  

1) Assess t h e  n a t u r e  and dimension of the  t r a n s -  

a c t i o n  c o s t s  a s s o c i a t e d  w i th  borrowing from 

i n s t i t u t i o n a l  a s  wel l  a s  n o n - i n s t i t u t i o n a l  informal 

sources .  

2 )  Document t h e  ex t en t  t o  which borrowers from 

i n s t i t u t i o n s  r e c e i v e  c~mplementary  loans  from 

n o n - i n s t i t u t i o n a l  sources .  

3 )  Charac te r ize  t h e  main f e a t u r e s  of t he  even tua l  

r o l e  of farmers a s  informal l ende r s  i n  t he  r u r a l  

s e t t i n g .  

With t h e  foregoing purposes ,  a  s e t  of t h r e e  ques t i onna i r e s  

was u t i l i z e d  over a sample of  240 i n d i v i d u a l  farmers and 40 

reformed groups. 



The survey covered t he  iqhole range of f i n a n c i a l  

i n s t i t u t i o n s  dea l ing  wi th  t h e  a g r i c u l t u r a l  s e c t o r  i n  t h e  

country ,  namely t h e  a g r i c u l t u r a l  development bank (BANADESA), 

t he  commercial ( p r i v a t e )  banks, and t h e  r u r a l  c r e d i t  unions.  

In  a l l  t h e s e  i n s t i t u t i o n s  a sample was drawn a t  t h e  l o c a l  

branches corresponding t o  t he  fou r  regions  i n  which t h e  

f i e l d  work was undertaken:  South (Department of C h o l u ~ e c a )  , 
-- 

East  (Department of Olancho) , North (Departments of ~ o r t g s  
- 

and Santa ~ i r b a r a ) ,  and West (Department o f  copan).  

A. summary o f  t he  i n s t i t u t i o n a l  coverage i n  terms of t h e  

c l i e n t e l e  interviewed i s  a s  fo l lows :  

-- EANADESA: 8 0  i nd iv idua l  farmers 

40 reformed groups 
- 

- -  P r i v a t e  Banks: 80 i nd iv idua l  c l i e n t s  

--  Rural Cred i t  Unions: 80 members 

One h a l f  of t h e  members of t he  r u r a l  c r e d i t  unions - 

were s e l e c t e d  among those  no t  r ece iv ing  loans  i n  t he  l a s t  - 

year .  A s p e c i a l  ques t i onna i r e  was u t i l i z e d  wi th  them i n  

o rde r  t o  ob t a in  a d d i t i o n a l  i n s i g h t s  i n t o  t h e  t r a n s a c t i o n  - 

c o s t s  involved i n  non- ins t  i t u t  i ona l  c r e d i t  ope ra t i ons .  
- 

The q u a l i t y  o f  t h e  information ga thered  can be considered 
-- 

e x c e l l e n t .  The cooperat ion from t h e  fol lowing i n s t i t u t i o n s  
-- 

was ou t  s tanding:  BANADESA, Banco At lgn t  l d a ,  Banco Sogerin,  - 

Banco de Occidente,  Cooperat ivas de Ahorra y CrGdito San - 

Andr6s de Orocuina, San Francisco de l a  Paz ,  P ina l e jo ,  and - 

C o r q u h .  An unusual ly  com2etent survey team guaranteed t he  

q u a l i t y  of t he  da t a  c o l l e c t e d .  



The fol lowing s e c t i o n s  d e a l  wi th  t he  r e s u l t s  obta ined from 

t h e  survey. These r e s u l t s  a r e  based on a  t o t a l  o f  234 in terviews 

t o  i nd iv idua l  farmers,  of which 104 had loans  from BANADESA, 52 

had loans  from p r i v a t e  banks, 42 had rece ived  c r e d i t  from c r e d i t  

unions,  and 36 were c r e d i t  union members without l o a n s  from any 

formal source.  Section 2 p r e s e n t s  and d i s cus se s  t h e  f i nd ings  

wi th  r e spec t  t o  formal c r e d i t  ope ra t i ons  between lend ing  i n s t i -  

t u t i o n s  and farmers .  The t h i r d  s ec t i on  concen t ra tes  on t h e  

c h a r a c t e r i s t i c s  of informal c r e d i t  a c t i v i t i e s  undertaken by farmers. 

2. Borrowing Costs  i n  Formal F inanc i a l  I n s t i t u t i o n s .  

This  s e c t i o n  d i s cus se s  t h e  r e s u l t s  obta ined i n  t h e  survey a s  

r ega rds  t h e  c o s t s  incur red  by farmers when borrowing from i n s t i -  

t u t i o n a l  sources .  The d i s cus s ion  is  aimed a t  i d e n t i f y i n g  and 

a s se s s ing  t h e  behavior of those  c o s t s  and t h e i r  r e l a t i o n s h i p  

wi th  t h r e e  main v a r i a b l e s  namely: t h e  s p e c i f i c  source  of t he  

l oan ,  t h e  loan  s i z e ,  and t h e  farm s i z e  of t he  l oan  r e c i p i e n t  u n i t .  

The s e c t i o n  i s  organized accord ing ly ,  s t a r t i n g  wi th  a  b r i e f  des- 

c r i p t i o n  of t he  sample i n  t e r m s  of t h e s e  t h r e e  v a r i a b l e s .  Trans- 

ac t i on  and borrowing c o s t s  a r e  then summarily def ined  before  

p resen t ing  and analyzing t h e  survey r e s u l t s  i n  t h i s  a r e a .  

2 .1 .  General C h a r a c t e r i s t i c s  of  t h e  Sample. 

The loan s i z e  d i s t r i b u t i o n  obseryed fo r  t he  o v e r a l l  sample, 

a s  wel l  a s  f o r  t he  d i f f e r e n t  loan sources  i s  presen ted  in 

Table 1, along wi th  two bas i c  s t a t i s t i c s  f o r  each loan  s i z e  

c l a s s  and source:  t h e  a r i t h m e t i c  mean and t h e  median va lue .  



Table 1. Loan S ize  Distribution by Source of Loan. 



Approximately one ha l f  of t h e  t o t a l  sample corresponds 

t o  opera t ions  of l e s s  t han  5 ,006 lempiras .  The average s i z e  

however i s  c lo se  t o  23,000 lempiras  denot ing a  c l e a r  r ightward 

skewness of the  o v e r a l l  d i s t r i b u t i o n  cf l oans .  This  i s  

t o  say ,  a  ma jo r i t y  of t h e  ope ra t i ons  a r e  concentra ted i n  

r e l a t i v e l y  small  l o a n s ,  wi th  a  low propor t ion  of farmers 

r ece iv ing  l a r g e  loans .  This  asymmetry i s  observed i n  a l l  

t h r e e  sources of l o a n s ,  being more noticeable i n  BANADESA 

ope ra t i ons ,  with 50 percent  of  i t s  loans  below 4,000 

lempiras ,  whereas approximately 4 percent  of them were over 

50,000 lempiras .  

The t h r e e  sub-populat ions  ( loan sources)  over lap  i n  

terms of t h e i r  loan s i z e  d i s t r i b u t i o n s ,  even though they can 

be c l e a r l y  i d e n t i f i e d  i n  terms of t 3e  predominant scope of 

opera t  i ons .  Cred i t  isnion loans  concen t ra te  below 2,000 

lempiras ,  BANADESA opera t  ions  a r e  grouped between 1 ,000  

and 10,000 lempi ras ,  whi le  t h e  l a r g e r  p ropor t ion  of  p r i v a t e -  

bank loans  correspond t o  ope ra t i ons  over 25,000 lempiras .  

Ths loan s i z e  d i s t r i b u t i o n  i s  c ros s - t abu la t ed  wi th  t h e  

farm s i z e  d i s t r i b u t i o n  of t he  r e c i p i e n t  u n i t s  f o r  t h e  t h r e e  

lending sources i n  Tables  2 through 4 .  Loan. s i z e s  have been 

grouped d i f f e r e n t l y  i n  t h i s  ca se  t o  a l low a more s ign iEican t  

number of  observa t ions  i n  each c r o s s - c l a s s i f i c a t i o n .  

Farm s i z e  d i s t r i b u t i o n s  among c r e d i t  sources  show a  

p a t t e r n  s i m i l a r  t o  t h a t  of loan s i z e s  i n  the  sense of  



Table  2 .  Farm S i z e  D i s t r i b u t i o n  of BANADESA Loans, by Loan S ize .  

Loan S i z e  Category (Lps . ) 
L e s s  t h a n  5,000 5,001-25,000 More t h a n  25,000 T o t a l  

Farm S i z e  Row Column Row Column Row Column Row Column 
Category (Has. ) - Pct  . Pct. P c t  . P c t  . P c t .  Pc t .  Yct. P c t .  

Less  t h a n  5 100.0 23.33 0.0 0.0 0.0 0.0 100  13.46 

More t h a n  200 

T o t a l  57.69 100 29.81 100 12.50 100 100 100  

Source: Survey r e s u l t s .  



T i b l e  3.  Farm S i z e  D i s t r i bu t i on  of P r h a t e  Banks Loans, by Loan Size 

- 
Loan S i z e  Category (Lps) 

Less than 5,000 5,001-25,000 Nore than 25,000 To ta l  
Farm S i z e  ?-w Column Row Column Row Column ' Row Column 
Category (?if,:: .-.I -. i 'ct .  Pc t  . "ct . Pct  Pct  . Pct  . Pct . Pct  . 

Less than 5 50.0 3 3 . 3 3  0.0 0.0 53.0 2.78 100 3.85 

5.1 - 10 0.0 0.0 50.0 7.69 50.0 7.69 100 3.85 

10.1 - 20 0.0 0.0 33 .33  7.69 66.67 5.56 100 5.77 

EIore than 200 0.0 0.0 21.05 30.77 

To ta l  5.7 100 25.0 100 

Source: Survey r e s u l t s .  



Table 4 .  Farm Size  D i s t r i bu t ion  of Credi t  Unions Loans, by Loan S ize  

Loan S i ze  Category (Lps. ) 
Less than 5,000 5,001-25,000 More than 25,000 Tota l  

Farm Size  Row Columl Row Column Row Column Row Column 
Category (Has. ) Pct .  Pct . Pct .  Pct  . Pct .  L t .  P c t  . Pct .  

L e s s  than 5 

5.1 - 10  

100.1 - 200 100.0 8.57 0.0 0.0 0.0 0.0 100 7.14 
I 

EIore than 200 0.0 0.0 50.0 16.67 50.0 100.0 100 4.76 I 
a3 

Tota l  83.33 100 14 .29  100 2.38 1 U O  100 100 
-- 

S o u r ~ : :  Survey r e s u l t s .  



overlapping o v a  a wide 

i n  terms of  t h e  predom 
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range ,  w i th  no t  i c e a b l e  d i f f e r ences  

inan t  scope of opera t ions .  It can 

be a s s e r t e d ,  based on Tables  2 ,  3 and 4 ,  t h a t  while c r e d i t  

union opera t ions  concen t ra te  on farms of l e s s  than 20 

h e c t a r e s ,  BANADESA farms f a l l  between 10 and 100 hec t a r e s  

and p r i v a t e  banks ope ra t e  predominantly above t h e  100 

hec t a r e s  l e v e l .  

The p a t t e r n  of a s s o c i a t i o n  between loan s i z e  and 

farm s i z e  i s  f a i r l y  s i m i l a r  between d i f f e r e n t  loan sources .  

Small loans  t end  t o  be d i r e c t e d  t o  sma l l e r  farms and even 

more c o n s i s t e n t l y ,  l a r g e  loans  appear concen t ra ted  i n  

l a r g e r  farm s i z e s .  However, t h i s  r e l a t i o n s h i p  i s  no t  a s  

s t rong  a s  might have been expected,  a c o r r e l a t i o n  

c o e f f i c i e n t  es t imated  f o r  t h e  o v e r a l l  sample was c l o s e  t o ,  

but  l e s s  than 0 .5 .  Observation of  Tables  2 through 4 

suggest  t h a t  exp lana t ions  f o r  t h i s  f i n d i n g  a r e  

t h e  presence of r e l a t i v e l y  l a r g e  l oans  made t o  smal l  farms 

i n  p r i v a t e  bank ope ra t i ons  (Table 3 ) ,  and r e l a t i v e l y  small 

loans  being gran ted  t o  some l a r g e  farms i n  t h e  c r e d i t  

union cases(Tab1e 4 ) .  BANADESA appears  t o  be t h e  source 

of  loans  f o r  which t h e  observed a s s o c i a t i o n  between farm 

s i z e  and loan s i z e  f i t s  more c l o s e l y  t h e  expected p a t t e r n .  

It must be r e c a l l e d  t h a t  t h i s  expected p o s i t i v e  r e l a t i o n s h i p  

i s  based on t h e  assumption t h a t  farm s i z e  i s  a good i n d i c a t o r  

of  f a rmer ' s  weal th  and t h e r e f o r e  c r ed i twor th ines s  , This  may 

no t  n e c e s s a r i l y  be t h e  ca se  i n  t h e  Honduras s e t t i n g .  



2 . 2 .  Transact ion Costs  and Borrowing Costs .  

Transact ion c o s t s  are def ined he re  a s  a l l  those  non- 

i n t e r e s t  e x p l i c i t  and i m p l i c i t  expenses i ncu r r ed  by t h e  

borrower i n  t he  p rocess  of  ob ta in ing  a  1 o a n . y  These c o s t s  

occur a t  d i f f e r e n t  s t a g e s  o f  the  sequence of procedures 

e s t a b l i s h e d  by t h e  lending i n s t i t u t i o n s ,  i n  qeneyal:  

a p p l i c a t i o n  and documentation, approval ,  and disbursement. 

E x p l i c i t  expenses r e f e r  b a s i c a l l y  t o  t he  fo l lowing:  

(a)  Cost of t r a n s p o r t a t i o n ,  lodging and meals when 

t r a v e l l i n g  t o  t h e  o f f i c e  of t h e  i n s t i t u t i c n  

g ran t ing  t h e  l oan ,  o r  t o  o the r  p l a c e s  wi th  t h e  

purpose of  ob ta in ing  documents t h e r e o f .  

(b) Fees, t a x e s  o r  o t h e r  charges a s soc i a t ed  with 

the  i s s u i n g  of documents, r e g i s t r a t i o n  of 

guarantees  o r  c o l l a t e r a l ,  c o n t r a c t s  and t h e  l i k e .  

(c) E x p l i c i t  charges imposed by t h e  l end ing  

i n s t i t u t i o n s  i n  t h e  process  of handling t h e  

a p p l i c a t i o n .  
- 

The i m p l i c i t  t r a n s a c t i o n  c o s t s  d i r e c t l y  r e l a t e d  t o  t he  
- 

- 

borrowing considered here  correspond t o  t h e  v a l u e  of the  

time foregone by t h e  farmer a t t r i b u t a b l e  t o  n e g o t i a t i n g  an'd 

secur ing h i s  (her)  loan.  The minimum wage r a t e  (5 lempiras p e r  day) - 

L ' ~ i g o r o u s l y  speaking,  t h e s e  correspond t o  "borrowing t r a n s -  
ac t i on  cos t s"  a s  d i s t i n c t  from "lending t r a n s a c t i o n  cos t s" .  
Since t h i s  chap te r  d e a l s  on ly  with t h e  borrowers s i d e ,  t he  
s h o r t e s t  express ion i s  used ( t r ansac t ion  c o s t s ) .  



was imputed a s  a lower-bound e s t ima te  o f  t h e  oppor tun i ty  

cos t  o f  time d i v e r t e d  from farming ope ra t i ons .  I n  many 

cases  a  h igher  v a l u e  could have been imputed t o  f a rmer ' s  

t i m e ,  but using a  lower l i m i t  has  t h e  advantage of  ob ta in ing  

a  measure of t r a n s a c t i o n  c o s t s  t h a t  r e p r e s e n t s  a  lower 

boundary a s  w e l l .  

To t a l  borrowing c o s t s  a r e  computed a s  t h e  sum of  t h e  

i n t e r e s t  r a t e  charged on t h e  loan p l u s  t he  t r ansac t ion  

c o s t s  expressed on a  p e r  lempira b a s i s .  

2 . 2 . 1 .  Overal l  Resu l t s .  

A summary of  t he  r e s u l t s  ob ta ined  f o r  t he  t o t a l  sample 

of i nd iv idua l  farmers i s  presen ted  i n  Table  5 .  As pointed 

out before ,  t he  d i s t r i b u t i o n  of loan  amounts (approved) i s  

asymmetric, concen t ra ted  around smal l  loan s i z e s .  Likewise,  

t he  amounts d isbursed a s  wel l  ns t h e  d i f f e r e n t  measures of 

t r ansac t ion  c o s t s  show a  s i m i l a r  type  of skewness. This 

common c h a r a c t e r i s t i c  of t h e  d i s t r i b u t i o n  of t h e  v a r i a b l e s  

involved i n  t h e  ana lyses  makes more app rop r i a t e  t h e  u se  of 

the  median va lues  a s  a  b a s i s  f o r  d i s cus s ion ,  s ince  these  

w i l l  be r e f l e c t i n g  more a c c u r a t e l y  ( than t h e  a r i t h m e t i c  mean) 

t he  c e n t r a l  o r  t y p i c a l  va lues  of  t h e  d i f f e r e n t  v a r i a b l e s .  

The f i r s t  t h i n g  t o  no t e  i n  Table 5 i s  t he  r e l a t i o n s h i p  

between the  amount a c t u a l l y  d i sbursed  i n  c r e d i t  opera t ions  

and the amount o r i g i n a l l y  approved. The p r o ~ o r t i o n  d i sbursed  

(76 pe rcen t ,  t ak ing  the  aggregate  f i g u r e s ,  o r  66 percent  



Table  5. Borrowing Cos t s ,  T o t a l  Sample. 

Mean Va l u e  Median Value 

6 ,  
6 Amount of Loan Approved 
i &, Amount Disbursed 

=? 
h -. 
El .  Rat io  Disbursed/Approved ' 

6: 
r 
) Transac t ion  Costs  

Ti' 
9 
y. (a)  pe r  loan (Lps.) 226.88 57.75 
I. 
4 (b) p e r  Lempira (2)  
?;. 
4, 
2%: Approved 2.5&' 1 .26  - 

t : 
k. Disbursed 3.54- 1.82 - 

3 / 
-r. @ 
. E I n t e r e s t  Rate  (%) 13.54 13 
&, 

- 

h 
r' T o t a l  Borrowing Cos t s ,  
I, 
c p e r  Lempira ( X )  

fi' 4 
- 

3: Approved 15.95 15.25 -- 
?$ Disbursed 16.98 16.11 
=zg -- 

-42 q 
I /Rat  i o  of t h e  two median v a l u e s .  

-$\ 
T 

/*verage r a t i o .  The r a t i o  of t h e  averages  would g i v e  1%. 
a ~ v e r a ~ e  r a t i o .  The r a t i o  o f  t h e  averages  would g i v e  1.3%. - %\ 

g: 
B. 

- 

Source: Survey r e s u l t s .  

b 

- 
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consider ing t h e  r a t i o  of t h e  two median va lues )  seems r a t h e r  

low consider ing t h e  per iod  of  t h e  year  i n  which t h e  survey 

was c a r r i e d  on. A s  of August,  t h e  f i r s t  growing season 

("primera") i s  p r e c i s e l y  coming t o  i t s  end, i. e. , l oans  

g ran ted  f o r  t h a t  reason should be completely disbursed.  

The low propor t ion of long-term loans  i n  t he  sample 

corresponded mainly t o  ope ra t i ons  i n  1980, implying t h a t  a l l  loans 

were d i sbursed .  I n  sum, t h e  observed r a t i o  disbursed/approved 

should n o t  be a t t r i b u t e d  t o  b i a s e s  i n  t h e  da t a  c o l l e c t i o n .  

Rather ,  it may be an i n d i c a t i o n  of e i t h e r  o r  both  of  t he  

fol lowing phenomena : 

-- F i r s t ,  the  i n f luence  (guidance, counsel ing o r  

o u t r i g h t  dominance) of  t he  bank o f f i c i a l  o r  agent 

i n  t h e  determinat ion of  t h e  amount of t h e  loan 

t o  be app l ied  f o r  an element of t he  

so c a l l e d  "supply-lead f inance".  The c l i e n t  then 

fol lows t h e  o f f i c i a l '  s  "advice" when f i l l i n g  out  

t h e  loan a p p l i c a t i o n ,  bu t  w i l l  r eques t  disbursements 

according t o  h i s  (her)  own i d e a  of  t he  l e v e l  of .  

indebtedness he (she) i s  w i l l i n g  t o  undertake.  

The reason f o r  t h i s  being lower (on average) than 

t h e  amount approved l e a d s t o  t h e  second explana t ion .  

-- Secondly, even though f o r  cu r r en t  s tandards  a g r i -  

c u l t u r a l  c r e d i t  i n  t h e  country may appear a s  "cheap 

money" f o r  farmers ,  a l e s s  than 100 percen t  disbursement 
- - 
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11 Table  6 -  Borrowing Costs  i n  D i f f e r e n t  I n s t i t u t i o n a l  Sources of Credlt-  

Transac t ion  Costs  I n t e r e s t  T o t a l  Borrowing Costs  
Source P e r  Loan (Lps. ) P e r  Lempira (%) Rate  P e r  Lempira (%) 

Approved ~ i s b u r s e d  (2) Approved Disbursed 

BAXADESA 60 1 . 7 1  2.69 1 3  15.30 16.57 

P r i v a t e  Banks, A l l  136 0.70 1 .01  13 13.54 14 .11  

Bank 1 105 0.23 13 13.48 

Bank 2 

Bank 3 

C r e d i t  Unions 17.75 1.43 1.62 1 2  16.11 16.52 

gA1l v a l u e s  are median v a l u e s .  There fo re ,  t h e  median v a l u e s  oE t o t a l  borrowing c o s t s  are n o t  
n e c e s s a r i l y  t h e  sum of t h e  median v a l u e s  o f  t h e  s e p a r a t e  t r a n s a c t i o n  c o s t s  p e r  lempira  p l u s  t h e  
median v a l u e  of t h e  i n t e r e s t  rate, as they would be  i f  mean v a l u e s  had been used.  

Source:  Survey r e s u l t s .  

t-' 
rn 

I 



d i s t r i b u t i o n  between sources observed i n  Table 1, a l r eady  

discussed i n  an e a r l i e r  s e c t i o n .  Overal l  borrowing c o s t s  

i n  BANADESA and c r e d i t  unions amount t o  a  f a i r l y  s i m i l a r  

f i g u r e ,  a l though t r a n s a c t i o n  c o s t s  p e r  lempira appear 

I /  higher  i n  t h e  case  of BANADESA.- 

It i s  i n t e r e s t i n g  and r evea l ing  t h a t  t h e  bank wi th  higher  

t r a n s a c t i o n  c o s t s  (per loan and pe r  lempira)  among p r i v a t e  

banks (Bank 2 )  i s  p r e c i s e l y  t h e  one charging t h e  lowest  

i n t e r e s t  r a t e lwh ich  makes i t  t h e  l e a s t  expensive source  of 

c r e d i t  consider ing t he  t o t a l  borrowing c o s t s  p s r  lempira .  

This  r e s u l t  suggests  t h a t  lending institutiol1.i;  t end  t o  

s u b s t i t u t e  i m p l i c i t  charges o r  o b s t a c l e s  ( " r r~ t ion ing"  

procedures)  f o r  e x p l i c i t  i n t e r e s t  rateswhen they are 

cons t ra ined  t o  charge c e r t a i n  s p e c i f i c  3.evelsof i n t e r e s t ,  

u s u a l l y  by t he  source o f  t h e  funds  suppor t ing t h e  c r e d i t  

program. This  phenomenon w i l l  be d iscussed i n  a more 

gene ra l  context  l a t e r .  

Transact ion c o s t s  per  lempira  a r e  p resen ted  ( a s  i n  

approved and a s  a percent  oE the  amount d i sbursed .  The former 

i s  i n t e r p r e t e d  a s  t h e  i m p l i c i t  i n t e r e s t  t h a t  t h e  l end ing  

i n s t i t u t i o n  "intended" t o  charge whereas t h e  l a t t e r  co r r e s -  

ponds t o  t h e  a c t u a l  cos t  incur red  by t h e  borrower. 

YA d i f f i c u l t y  i n  working wi th  median va lues  (a be t t . e r  
d e s c r i p t i v e  measure i n  t h e  p re sen t  case)  i s  t h a t  t h e s e  
a r e  measures of  c e n t r a l  tendency i n  a  d i s t r i b u t i o n  and do no t  
correspond t o  an a l g e b r a i c  express ion ( l i k e  the  a r i t h m e t i c  - 

mean). Therefore  t he  median of t o t a l  borrowing c o s t s  w i l l  
n o t  necessar : ly  be t h e  r e s u l t  of adding up t h e  median of  
i n t e r e s t  r a t e s  p lu s  the  median of  t r ansac t ion  c o s t s .  



P 
g 
i 
T' 4 2 . 2 . 3 .  - Dif fe r en t  Loan S i ze s .  
1 
$ The behavior of  t r a n s a c t i o n  c o s t s  and t o t a l  borrowing 
h 
F 

4, c o s t s ,  by loan s i z e  category i s  shown i n  Table 7 .  Severs1 
sj. 

f a i r l y  c o n s i s t e n t  p a t t e r n s  can be observed in  t h i s  t a b l e .  
1 

% 
:$,, The c o s t  o f  ob ta in ing  a  loan i nc rea se s  sys t ema t i ca l l y  
$. 
F 

8 with t he  s i z e  of loan (excepting f o r  only  one "drop" i n  t he  
.i. 

F 15,000 t o  25,000 lempira ca tegory) .  Notwithstanding t h i s  
S' 
8 
R 
t> 

behavior,  t r a n s a c t i o n  c o s t s  p e r  lempira borrowed decrease  
B g a l s o  f a i r l y  c o n s i s t e n t l y  a s  t h e  loan s i z e  i nc rea se s .  In 
g, 

- E: 
il o t h e r  words, t he  increase  i n  t r a n s a c t i o n  c o s t s  pe r  loan 
$ 
i: occurs  a t  a slower rate than t h a t  of t h e  loan s i z e  i t s e l f .  

- 

Note t h a t  aga in  t h e r e  appears  t o  be some t rade-of f  between 

f! e x p l i c i t  i n t e r e s t  r a t e  and i m p l i c i t  charges ( t r a n s a c t i o n  
C 
I?. 
=$ c o s t s )  such t h a t  t he  behavior o f  t o t a l  borrowing c o s t s  - 14 

- 

P 
L 

$ fol lows an almost p e r f e c t l y  decreas ing o r d e r ,  from smal ler  
tr' 
f ' - 

d loans to l a rge - s i ze  l oans .  
V 
!. What may appear a s  a  ve ry  uniform treatment of a l l  5, - 

I l oans ,  i f  on ly  t h e  l e v e l s  of ( e x p l i c i t )  i n t e r e s t  r a t e s  a r e  
C -- 

considered,  t u r n s  out  t o  be a c o n s i s t e n t l y  nega t ive  r e l a t i o n -  

$ 2  ship  between borrowing c o s t s  and loan s i z e ,  t h a t  suggests  
It, 
$ once more t he  presence of r a t i o n i n g  mechanisms exe rc i s ed  - 

by lending i n s t i t u t i o n s  a g a i n s t  small l oans ,  conceivably - 

'g 
$ J  

due t o  t h e i r  r e l a t i v e l y  h igher  c o s t s  of handling and monitoring 



11 Table 7 .  Borrowing Costs, by Loan S i z e  

Transact ion Costs I n t e r e s t  Tota l  Borrowing Costs 
Loan Size  Per Loan (Lps.) Per Lempira (%) Rate Per. Lempira (%) 
Category (Lps.  ) Approved Disbursed (% > Approved Disbursed 

Less than 1,000 

15,001 - 25,000 42.75 ( i .  20 0.44 13.5 13.89 14.35 
I 

25,001 - 50,000 131.50 ,0.4G 0.95 14 14.40 15.71 P w 
I 

50,001 - 100,009 322.50 0.42 0.63 13 13.17 13.63 

More than 100,000 1,414.50 0.83 1 . 0 1  11 12.09 12.36 

y ~ l l  values a r e  median values.  Therefore,  t h e  median va lues  of t o t a l  borrowing c o s t s  a r e  not  
neces sa r i l y  che su:a of t h e  medtan va lues  of t h e  s epa ra t e  t r ansac t ion  cos t s  per  lempira p l u s  
t h e  median value of t h e  i n t e r e s t  r a t e ,  a s  tb.-.;+ would be i f  mean values had been uskd. 

Source: Survey r e s u l t s .  



2 . 2 . 4 .  Di f fe ren t  - Lenders and Loan S izes .  

The loan s i z e  was r e c l a s s i f i e d  i n t o  t h r e e  broader 

ca t ego r i e s  t o  al low a  s epa ra t e  ana lys i s  by each type of 

i n s t i t u t i o n a l  l ende r ,  wi th  enough observa t ions  i n  each 

loan s i z e  c l a s s .  The r e s u l t s  obta ined by l ender  and loan 

s i z e  a r e  presented i n  Tables  8 ,  9 and 10.  

An a d d i t i o n a l  i n s i g h t  i n t o  t he  behavior o f  t r ansac t ion  

and borrowing c o s t s  i s  ob ta ined  through t h e  a n a l y s i s  of these  

t h r e e  t a b l e s .  The d i scuss ion  o f  Table 6 suggested t h a t  

p r i v a t e  banks were t he  l e a s t  expensive source  o f  funds ,  

a s  measured by the  t o t a l  borrowing c o s t s  r a t e .  Tables 

8 through 10 i n d i c a t e  an i n t e r e s t i n g  q u a l i f i c a t i o n  t o  t h a t  

e a r l i e r  f i nd ing .  Credi t  unions  appear a s  t h e  c h e ~ p e s t  

source p f  small  loans  ( l e s s  than 5,000 lempiras)  consider ing 

t h e  t r a n s a c t i o n  c o s t s  p e r  loan a s  well. a s  t h e  t o t a l  percentage 

borrowing c o s t s .  These same i n s t i t u t i o n s  show t h e  lowest 

cos t  pe r  loan i n  t he  medium-size ca tegory  (5,000 t o  25,000 

lempiras)  but  percentage-wise t h e  l e a s t  expensive source 

i s  BANADESA i n  t h i s  loan s i z e  c l a s s .  k s i m i l a r  r e s u l t  i s  

observed in  t he  l a r g e - s i z e  c l a s s  o f  loans  on which BANADESA 

imposes t he  lowest p e r - l . . m  c o s t ,  but  t o t a l  borrowing c o s t s  

i n  percent  a r e  no t i ceab ly  lower among p r i v a t e  banks. 

tjhether t h e  observed p a t t e r n  r e f l e c t s  some degree of 

s p e c i a l i z a t i o n  i n  the f i n a n c i a l  system o r  d i f f e r e n c e s  i n  

r e l a t i v e  e f f i c i e n c y  i s  a  ques t ion  t h a t  would r e q u i r e  f u r t h e r  



11 Table  8 .  Borrowing C o s t s  i n  BANADESA, by Loan Size- 

T r a n s a c t i o n  Costs  I n t e r e s t  T o t a l  Borrowing Costs  
Loan S i z e  P e r  Loan (Lps.) Pe r  Lempira (%) Rate  P e r  Lempira (%) 
Category (Lps.) Approved Disbursed (2) Approved Disbursed 

Less  t h a n  5,000 52.25 2.93 5 .25 1 3  16.27 18.36 

M@re t h a n  25,000 130.50 0.40 0 .77 14 14.42 14.44 

gAl1 v a l u e s  a r e  median v a l u e s .  See Foo tno te  1, Tab le  7. 
Source:  Survey r e s u l t s .  

1 / Table  9 .  Borrowing Cos t s  i n  P r i v a t e  Banks, by Loan Size-- 

T r a n s a c t i o n  Cos t s  I n t e r e s t  T o t a l  Borrowinn Cos t s  .!. - - -. . - - - - - - - - - -  -- I V 

Loan S i z e  P e r  Loan (Lps. ) Per  Lempira (%) Rate P e r  Lempira 1%) v 
(Z 

I 
Category (Lps.) Approved ~ i s b u r s e d  Approved Disbursed 

Less  t h a n  5,000 

Nore t h a n  25,000 384.25 0.56 1.18 13  13.17 13.43 

u A 1 1  v a l u e s  a r e  median v a l u e s .  See Footnuk- 1, Tab le  7. 
Source  : Survey r e s u l t s  . 

11 Tab le  1Q Borrowing C o s t s  i n  C r e d i t  Unions, by Loan Size- 

-- 

 rans sac ti on Costs  I n t e r e s t  T o t a l  Borrowing Costs  
Loan S i z e  P e r  Loan (Lps.) Per  Lempira (%I R a t s  Pe r  Lempira (%I 
Category (Lp s . ) Approved Disbursed (2 Approved Disbursed 

L e s s  t h a n  5,000 21.0 1 .70 1 . 8 1  12 16 .11  16.52 

5 ,000 - 25,000 11.25 0 .11 0.11 1 5  15.53 15.53 
2 I More t h a n  25,000- -- -- -- -- -- -- 

1 / A l l  v a l u e s  a r e  median v a l u e s .  See Foo tno te  1, Tab le  7. l / O n l y  one o b s e r v a t i o n .  - 
Source: Survey r e s u l t s .  



r e sea rch  i n t o  t h e  s u b j e c t  f o r  a  conclus ive  answer. It 

appears however, t h a t  t h e  d i f f e r e n t  i n s t i t u t i o n s  manage 

t h e  i n t e r e s t  r a t e s  t hey  charge (usua l ly  t i e d  t o  t h e i r  

d i f f e r e n t  sources  of funds) wi thin  t he  f e a s i b l e  range,  

as wel l  a s  t h e  i m p l i c i t  charges  involved i n  t r a n s a c t i o n  

c o s t s  i n  a  way t h a t  f avo r  t h e i r  predominant c l i e n t e l e .  

2 . 2 . 5 .  D i f f e r en t  Farm Sizes .  

It has been a l r eady  pointed out  t h a t  t h e  a s s o c i a t i o n  

between loan s i z e  and farm s i z e  was found s i g n i f i c a n t  

but r e l a t i v e l y  low. Therefore ,  t h e  r e s u l t s  a s  regards  

t r a n s a c t i o n  and borrowing c o s t s  f o r  d i f f e r e n t  loan s i z e s  

cannot be app l ied  i n  a  s t r a i g h t  forward manner t o  an equi-  

va l en t  c l a s s i f i c a t i o n  by farm s i z e s .  

Table 11 shows t h a t  t h e  behavior of t r a n s a c t i o n  and 

borrowing c o s t s  observed wi th  r e spec t  t o  loan s i z e  a r e  a l s o  

apparent  and consistent when c o n t r a s t i n g  t he  measures ob ta ined  

f o r  d i f f e r e n t  farm s i z e  c a t e g o r i e s .  In t h i s  case though, 

t h e  range o  i v a r i a t i o n  i s  uarrower in  every  r e s p e c t .  Trans- 

a c t i o n  c o s t s  p e r  loan i nc rea se  a s  farm s i z e  i n c r e a s e s ,  

t h e  reverse  p a t t e r n  i s  observed f o r  t r a n s a c t i o n  c o s t s  p e r  

lempira and f o r  the  o v e r a l l  borrowing c o s t s  r a t e .  These 

r e s u l t s  suggest  t h a t  t h e  farm s i z e  of t h e  borrowing u n i t  

i s  being considered by banks a s  an i n d i c a t o r  (al though 

imperfect )  of  c r ed i twor th ines s ,  'ending t o  charge i m p l i c i t  

r isk-premia through t r a n s a c t i o n  c o s t s  t o  smaller-farm 

opera t ions .  



11 Table  11. Borrowing Costs ,  by Farm Size- 

Transac t ion  Costs I n t e r e s t  T o t a l  Borrowing Costs 
Farm S i z e  Per  Loan (Lps. ) Per  Lempira (%) Rate Per  Lempira (%) 
Category (Has. ) Approved Disbursed (%) Approved Disbursed 

Less  than  5 

5 .1  - 1 0  

10 .1  - 20 

100.1 - 200 133.75 1 .23 1.68 13.5  16.52 17.52 
I 

More than 200 149.25 0.41 0.60 13  13.82 14.02 h> w 
I 

1/~11 v a l u e s  are median va lues .  There fore ,  t h e  median v a l u e s  of t o t a l  borrowing c o s t s  a r e  n o t  
n e c e s s a r i l y  t h e  sum of t h e  median v a l u e s  of  t h e  s e p a r a t e  t r a n s a c t i o n  c o s t s  p e r  lempira  p l u s  
t h e  median v a l u e  of t h e  i n t e r e s t  r a t e ,  a s  they would be i f  mean v a l u e s  had been used.  

Source : Survey r e s u l t s .  



2 . 3 .  S t a t i s t i c a l  Appraisa l  and Conclusions. 

The preceding s e c t i o n s  have discussed che behavior 

of t r a n s a c t i o n  c o s t s  and t o t a l  borrowing c o s t s  a s s o c i a t e d  
- 

with t h r e e  v a r i a b l e s  of i n t e r e s t  from t h e  po in t  o f  view 
- 

of  t h e  des ign and eva lua t ion  of  a g r i c u l t u r a l  c r e d i t  programs: 

the  s p e c i f i c  f i n a n c i a l  in termediary  involved i n  t h e  

opera t ion ,  t he  s i z e  of t h e  loans  g ran t ed ,  and t h e  farm s i z e  

of t h e  borrowing u n i t s .  In a l l  t h r e e  r e s p e c t s ,  i n t e r e s t i n g  

and c o n s i s t e n t  behavioral  p a t t e r n s  have been found. The 

purpose of t h i s  f i n a l  s ec t i on  i s  t o  eva lua t e  b r i e f l y  t h e  

s t a t i s t i c a l  re levance of  t he  observed r e l a t i o n s h i p s  and 

at tempt t o  i s o l a t e  t he  most important f a c t o r s  in f luenc ing  

the  behavior o f  t r a n s a c t i o n  c o s t s .  

Summarizing t he  r e s u l t s  of preceding s e c t  i ons ,  

i t  has been a s s e r t e d  t h a t :  

(a)  t r a n s a c t i o n  c o s t s  pe r  loan 

--  a r e  p o s i t i v e l y  r e l a t e d  t o  loan s i z e  

- -  a r e  p o s i t i v e l y  r e l a t e d  t o  farm s i z e  

-- d i f f e r  sharp ly  between sources  of c r e d i t  

(b) t r a n s a c t i o n  c o s t s  per  lempira 

-- a r e  nega t ive ly  r e l a t e d  t o  loan s i z e  

-- a r e  nega t ive ly  r e l a t e d  t o  farm s i z e  

-- vary considerably  between lending i n s t i t u t i o n s  

and between d i f f e r e n t  loan source-loan s i z e  

combinat ions  



(c)  lending i n s t i t u t i o n s  t end  t o  s u b s t i t u t e  i m p l i c i t  

charges ( t h a t  t r a n s l a t e  i n t o  t r a n s a c t i o n  c o s t s )  

f o r  e x p l i c i t  i n t e r e s t ,  due t o  t h e  l i m i t e d  d i s -  

c r e t i ona ry  power they have t o  determine these  r a t e s .  

Cor re la t ion  and r eg re s s ion  ana lyses  were used t o  

a s s e s s  t h e  s t a t i s t i c a l  s i g n i f i c a n c e  of some o f  t h e  fo re -  

going r e s u l t s .  Tal l e  12 summarizes t h e  pai r -wise  c o r r e l a t i o n  

c o e f f i c i e n t s  between the  d i f f e r e n t  v a r i a b l e s  involved (except 

f o r  t h e  lending i n s t i t u t i o n  which i s  a  c a t e g o r i c a l  v a r i a b l e ) .  

The e s t ima te s  p resen ted  confirm the  cons i s tency  of t he  

observed r e l a t i o n s h i p s ,  and prove t o  be s t a t i s t i c a l l y  

s i g n i f i c a n t .  Transac t ion  c o s t s  p e r  loan a r e  p o s i t i v e l y  

c o r r e l a t e d  wi th  farm s i z e  and amount o f  t h e  l oan ,  and 

nega t ive ly  c o r r e l a t e d  wi th  t he  i n t e r e s t  r a t e  charged on the  

loan .  Transact ion c o s t s  per lempira e r e  c o n s i s t e n t l y  

nega t ive ly  c o r r e l a t e d  w i th  farm s i z e ,  loan s i z e  and i n t e r e s t  

r a t e s .  

The l e v e l  o f  t he  es t imated  c o r r e l a t i o n  c o e f f i c i e n t s  

between p a i r s  of v a r i a b l e s  i s  r a t h e r  low, even though h igh ly  

s i g n i f i c a n t .  The u se  o f  inu l t ip le  r e g r e s s i o n  techniques  

a l lows the  s imu l~aneous  cons idera t  ion of  s e v e r a l  d iEferen t  

e f f e c t s  on the  behavior of t he  l e v e l  of  t r a n s a c t i o n  c o s t s ,  

a s  wel l  a s  an a p p r a i s a l  of  t he  impact of even tua l ly  d i f f e r e n t  

p o l i c i e s  of d i f f e r e n t  lending i n s t i t u t i o n s  w i th  r e spec t  

t o  the  i m p l i c i t  changes and procedures t h a t  a r e  r e f l e c t e d  

* 



1 / Table  12. C o r r e l a t i o n  Coef f i c , i en t s  f o r  D i f f e r e n t  P a i r s  of Variables.-  

V a r i a b l e  
Area of Loan Amount Loan Amount I n t e r e s t  

V a r i a b l e  t h e  Farm Approved Disbursed Rate 

T r a n s a c t i o n  Costs ,  P e r  Loan 0.35 0.63 0.67 -0.14- 2 / 

T r a n s a c t i o n  Cos t s ,  P e r  Lempira 

Area o f  t h e  fzrm 1 . 0  0.46 0.51 __  - 3 / 

L/~ll  c o e f i i c i e n t s  a r e  h i g h l y  s i g n f f  i c a n t  (at l e a s t  0.01 l e v e l )  except  
when o t h e r w i s e  i n d i c a t e d .  

/ ' S i g n i f i c a n t  a t  0 .05 l e v e l .  
=NO t s i g n i f i c a n t  . 
Source : Survey r e s u l t s .  



in  the  measure of t ransac t ion  c o s t s .  The spec i f i c  i n s t i -  

t u t i o n a l  e f f e c t  was handled through t h e  de f in i t ion  of two 

"dummy" va r i ab les  t o  represent  devia t ions  of pr iva te  banks 

and c r e d i t  unions with respect  t o  BANADESA, t h e  "base" 

o r  l e v e l  of reference.  

The r e s u l t s  of t h i s  regress icn  ana lys is  a r e  presented 

i n  step-wise form i n  Table 13. The f i r s t  regress ion  would 

suggest s i g n i f i c a n t  d i f fe rences  between p r i v a t e  banks and 

BANADESA, in terms of t h e i r  e f f e c t  on the  l e v e l  of t rans-  

ac t ion  cos ts .  The d i f fe rences  between c r e d i t  unions and 

BANADESA a r e  no t  s t a t i s t i c a l l y  s i g n i f i c a n t  . However, when 

the  loan amount i s  added a s  an explanatory v a r i a b l e ,  the 

s igni f icance  of i n s t i t u t i o n a l  d i f fe rences  disappears (equations 

2 and 4 i n  Table 13) .  Farm s i z e  seems t o  have a  s ign i f i can t  

influence on t r ansac t ion  cos t s  per  loan when included ins tead  

of loan s i z e  (equation 3) but not  so when both va r i ab les  a r e  

present i n  t h e  regression.  

F i n a l l y ,  t he  inclusion of t h e  i n t e r e s t  r a t e  a s  an explana- 

to ry  va r i ab le  i s  a pos i t ive  cont r ibut ion  t o  the  o v e r a l l  r e s u l t s ,  

r e f l ec ted  i n  equation 5 .  The main determinants of the 

l e v e l  o f  t r ansac t ion  cos t s  a re  the  loan s i z e  and the i n t e r e s t  

r a t e .  Each add i t iona l  thousand lempiras borrowed increases  

the l eve l  of t r ansac t ion  cos ts  incurred by 7 lempiras. On 

the other  hand, one addi t iona l  percentage point  charged in  

the  e x p l i c i t  i n t e r e s t  r a t e  would decrease t r ansac t ion  

cos ts  by 2 2 . 7  lempiras. 
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Table  13.  Regression Analys is  of Transac t ion  Costs  p e r  Loan. 

E s t  imated C o e f f i c i e n t s  i n  D i f f e r e n t  ~ e ~ r e s s i o n s ~ r  
Explanatory V a r i a b l e s  1 2 3 4 5 

Loon Sources : P r i v a t e  Banks 481.52 82.52 374.51 54.53 85.76 
(5.86)" (0.96) (4 -27)" (0.62) (0.97) 

Cred i t  Unions - 52.93 - 1.50 - 31.04 9.14 - 5.95 
(-0.66) (-0.02) (-0.35) (0.12) (-0.08) 

Lcan Amount 

Area of t h e  Farm 

I n t e r e s t  Rate 

I n t e r c e p t  

R Value '20.51a 40.96a 16.48a 30.81a 25.56a 

L / t - s t a t i s t i c s  i n  pa ren theses .  

S i g n i f i c a n c e  l e v e l s :  a ,  0.01 

b, 0.05 



Some f i n a l  remarks a r e  important with r e spec t  to,  i n s t i -  

t u t i o n a l  behavior. The observed d i f fe rences  between lending 

sources discussed i n  preceding sec t ions  a r e  indeed r e f l e c t i n g  

the d i f fe rences  between the s i z e  d i s t r i b u t i o n  of t h e i r  loan 

".. p o r t f o l i o s  and t h e  range of i n t e r e s t  r a t e s  they can cont ro l .  

On average, a l l  i n s t i t u t i o n s  fol1o.i~ s imi lar  lending p o l i c i e s ,  

imposing higher requirements and more complicated procedures 

whenever they deal  with l a rge r - s i ze  loans and/or a r e  constrained 

t o  charge a lower e x p l i c i t  i n t e r e s t  r a t e .  



Informal Cred i t  A c t i v i t y  Amon 
The Sample Populat ion : Scope andRSt y l e  

In add i t i on  t o  borrowing c o s t s  and r e l a t e d  i s s u e s  f o r  

formal c r e d i t  borrowers d i scussed  prev ious ly ,  informal 

c r e d i t  i s  another  important f e a t u r e  of  r u r a l  f i n a n c i a l  

markets i n  Honduras. This  survey,  though no t  p r imar i l y  

designed t o  i n v e s t i g a t e  informal c r e d i t  t r a n s a c t  i o n s ,  

neve r the l e s s  has generated va luab l e  information t h a t  he lps  

us  p lace  t h i s  a c t i v i t y  i n  some pe r spec t ive .  

Table 14 p re sen t s  t h e  scope of  informal c r e d i t  among 

t h e  sample popula t ion i n  t h e  survey.  Forty-one percent  of 

t h e  t o t a l  formal c r e d i t  sample a l s o  r e g i s t e r e d  informal 

c r e d i t  a c t i v i t y .  Among t h e  c r e d i t  union members without 

formal c r e d i t ,  44 percent  recorded informal c r e d i t  t r a n s -  

a c t i o n s .  It i s  important t o  bear  i n  mind t h a t  t h e  major 

purpose of t h i s  survey was t o  measure borrowing c o s t s ,  

t h e r e f o r e  t he  emphasis was t o  design a c a r e f u l l y  s t r u c t u r e d  

random sample of s e l e c t e d  formal c r e d i t  c l i e n t e l e  from t h e  

t h r e e  major sources  of formal c r e d i t  i n  t h e  RFN s e t t i n g  of 

Honduras. A s  such, t h i s  t ends  t o  b i a s  t h e  sample away from 

those  farmers t h a t  would be t h e  most l i k e l y  customers f o r  

lhore t r a d i t i o n a l  forms of informal c r e d i t ,  i . e .  those  without 



I 

Table  1 4 .  Access To Informal  Sources  of Cred i t  by 
I n d i v i d u a l  Farmers by source?/ 

Percen t  of Farmers With Formal Loans Percen t  0-f Farmers 
Also Receiving Informal  Loans ( C r e d i t  Union Members) 

T o t a l  P r i v a t e  Cred i t  Without Formal Loans 
Type of In£ ormal Source Sample BANADESA Banks Union Receiving Informal  Loans 

I n p u t  and Equipment S u p p l i e r s  
(commercial f i r m s )  12.9 9.8 27.5 2.5 

Fr iends  o r  R e l a t i v e s  
( i n p u t s  only)  

S e r v i c e s  S u p p l i e r s  (machinery and 
t r a n s p o r t a t i o n  s e r v i c e s  from 
o t h e r  i n d i v i d u a l s )  14 .1  13.7  18.0  10.0 

Marketing I n t e r m e d i a r i e s  13.3 10.6 19.6 12 .2  16.7  I 
Cc, 
t-' 

Money Lenders 14.2 13.5 13.7 16.7 16.7 I 

T o t a l  (from any source)  41.41 39.4 53.9 31.0 44.4 

A / ~ a s e d  on 234 i n t e r v i e w s  t o  i n d i v i d u a l  farmers.  Only v a l i d  c a s e s  considered.  Th is  c o n s i s t s  of 198 
fa rmers  w i t h  formal  l o a n s  and 36 c r e d i t  union fa rmers  who had no formal loans .  

Source: Survey r e s u l t s .  



access  t o  formal c r e d i t  channels.  The s l i g h t l y  higher  
I 

share  of  in1 ormal c r e d i t  a c t i v i t y  i n  Table 14 (44 percen t )  

f o r  c r e d i t  union members wichout formal l oans ,  than f o r  t he  

formal c r e d i t  c l i e n t e l e ,  t ends  t o  support  t h i s  hypothesis .  

Thus t h e  r e s u l t s  generated through t h i s  sample should 

be i n t e r p r e t e d  a s  a  lower bound es t imate  f o r  informal c r e d i t  

a c t i v i t y  among the  farmer populat ion of Honduras. S t i l l ,  

t h e  sha re  of  40 t o  44 percen t  i s  q u i t e  h igh  and,  i f  taken 

a s  an underes t imate ,  s t rong ly  suggests  t h a t  i n  a random 

sample of a l l  a g r i c u l t u r a l  producers i n  Honduras, informal 

c r e d i t  a c t i v i t y  would l i k e l y  reach from one-half  t o  two- 

t h i r d s  of t h e  t o t a l  popula t ion ,  a  sha re  f o r  h igher  than 

t h a t  f o r  formal c r e d i t .  

With t h i s  broad statement and conclus ion behind u s  

we can proceed t o  a more d e t a i l e d  a n a l y s i s  of t he  remaining 

da t a  i n  Table 14 . This  can be summarized a s  fo l lows :  

1 )  There a r e  sharp d i f f e r ences  i n  t h e  shares  of 

informal c r e d i t  a s soc i a t ed  wi th  d i f f e r e n t  formal 

c r e d i t  c l i e n t e l e ,  ranging from a  high of 54 percent  

f o r  commercial bank customers t o  a low of 31 percent  

f o r  c r e d i t  union members wi th  loans .  This  con t r a s t  

goes again s t  convent ional  wisdom which would suggest  

t h a t  t he  l e s s e r  s o p h i s t i c a t e d ,  smal le r  c l i e n t s  

( i . e .  t he  c r e d i t  union farmers)  would r e g i s t e r  

a  r e l a t i v e l y  h igher  number o f  farmers wi th  informal 

c r e d i t  a c t i v i t i e s  than t h e  l a r g e r  and more sop i l i s t i ca ted  

customers of commercial bank c r e d i t .  



The explana t ion  f o r  t h i s  f ind ing  i n  (1) i s  t h e  

he te rogene i ty  o f  informal  c r e d i t  sources  from 

r e l a t i v e l y  modern and s o p h i s t i c a t e d  forms of  

informal c r e d i t  through inpu t  supply f i rms  t o  more 

t r a d i t i o n a l  sources  such a s  loans  from f r i e n d s  

o r  r e l a t i v e s  o r  money l ende r s .  Not s u r p r i s i n g l y  

commercial bank customers r e f l e c t  a  h igher  

r e l a t i v e  use of  c r e d i t  from input  supply f i rms  than 

t h e  o t h e r  c r e d i t  customers and a  correspondingly  

lower sha re  of c r e d i t  from f r i e n d s  and r e l a t i v e s .  

The smal ler  and l e s s  c a p i t a l i z e d  farmers record  

higher  r e l a t i v e  shares  from ind iv idua l  money 

l ende r s  a s  we would expect .  Money l ende r s  here  

can r e f e r  t o  s p e c i a l i z e d  "pres tamis tas"  o r  merely 

i nd iv idua l  farmers who make loans  t o  o t h e r  farmers .  

The r e l a t i v e l y  h igh  sha re  of  informal c r e d i t  coming 

from marketing i n t e rmed ia r i e s  t o  both  commercial 

bank customers as wel l  a s  t o  c r e d i t  union members wi th  

o r  without c r e d i t  h i g h l i g h t s  t he  genera l  n a t u r e  of 

t h i s  c l a s s i f i c a t i o n .  Market i n t e rmed ia r i e s  f o r  

commercial bank customers r e f e r s  t o  tobacco and 

sugar m i l l  o p e r a t o r s  whi le  t h e  i n t e rmed ia r i e s  f o r  

smal ler  farmers ( i .  3 .  c r e d i t  union members) r e f e r s  

t o  va r ious  forms o f  "coyotes" purchasing (and 

extending c r e d i t )  f o r  f o o d s t u f f s  a t  t he  farmgate.  



4)  I n  summary t h e  da t a  i n  Table  14 underscores  t h e  - 

importance o f  informal c r e d i t  i n  rhe  farm community - 

i n  Honduras and, o f  equal  importance, t h e  heterogeneous - 

forms it t a k e s .  Of p a r t i c u l a r  i n t e r e s t  he re  i s  t he  

degree t o  which informal c r e d i t  a c t i v i t y  s tands  out  

i n  t h e  l i q u i d i t y  management behavior of commercial 

bank loan customers. The ex t en t  of these  "modern" 

o r  r e l a t i v e l y  s o p h i s t i c a t e d  forms of non-bank 

informal c r e d i t  through commercial f i rms  supplying 

inpu t s  o r  process ing o r  marketing output  argues  

t h a t  t he se  f i rms  should be included a s  p o t e n t i a l  

c l i e n t s  i n  any s t r a t e g y  t o  promote an expansion of 

r u r a l  c r e d i t  i n  t h e  a g r i c u l t u r a l  s e c t o r  i n  Honduras. 

Table 15 o f f e r s  a d d i t i o n a l  information on informal 

c r e d i t  t r a n s a c t i o n s .  Most a l l  informal c r e d i t ,  r e g a r d l e s s  

of source ,  i s  one year o r  l e s s  i n  du ra t i on .  Among the  

sources i nd i ca t ed  i n  Table 15 two d i s t i n c t  groups can be 

seen: input  s u p p l i e r s  and d i r e c t  moneylending a c t i v i t y  on 

t he  one hand, and d i r e c t  i npu t s  from f r i e n d s  and r e l a t i v e s ,  

r e n t a l  of machinery, equipment and work animals and market 

i n t e rmed ia r i e s  on t he  o t h e r  hand. The t a t t e r  ca tegory has 

a  l a r g e  percentags  of i t s  informal c r e d i t  (around 80  percen t )  

witk a ve ry  shor t  term s t r u c t u r e  (6 months o r  l e s s ) .  This 

i s  due t o  i t s  d i r e c t  a s soc i a t i on  wi th  t he  growing season 

and i s  repa id  quickly  wi th  proceeds from the  ha rves t .  



Table 15. Term S t r u c t u r e  of Informal  Loans by 
Source, Received by Frrmers Also 
Receiving Formal Loans 

Source of Percent  of Loans wi th  
In£  ormal Loans Maturity of - 6 Months o r  Less - 

Input  Suppl ie rs  
(commercial f i rms)  

Fr iends o r  Re la t ives  
( i npu t s  only) 

Serv ices  Suppl ie rs  
(machinery, t r anspo r t a t i on )  

Elarketing Intermediary 7 9 

Money Lender 65 

Source: Survgy r e s u l t s .  



The former ca tegory ,  commercial inpu t  supply c r e d i t  

and moneylending, has a  smal ler  share  o f  i t s  c r e d i t  f a l l i n g  

i n t o  t h i s  very  sho r t  term s t r u c t u r e .  This  may be due t o  

t h e  f a c t  t h a t  some of t he  i npu t s  purchased from commercial 

f i rms  wi th  c r e d i t  may no t  be a s  sho r t  t e r m  crop s p e c i f i c  

i n  n a t u r e  a s  those  borrowed from f r i e n d s  and neighbors .  

Also some of t h e  informal c r e d i t  from moneylending sources  

may no t  be assuciate,!  wi th  farm requirements at  a l l .  S t i l l ,  

i n  t he  end, it i s  c l e a r  t h a t  t h e  informal c r e d i t  t r a n s a c t i o n s  

(Erom any source) i n  Honduras a r e  much more shor t  term 

than the  common p a t t e r n  f o r  formal l oans .  Informal source 

c r e d i t o r s  t y p i c a l l y  have a more pronounced l i q u i d i t y  need 

than formal l e n d e , : ~  and t h e r e f o r e  demand and r e c e i v e  more 

prompt and quicker  payments from t h c i r  customers. Moreover 

t h i s  repayment f r equen t ly  comes a t  t h e  $ a r t i a l  expense of  

formal c r e d i t o r s  i n  t h a t  farm borrowers f r equen t ly  honor 

t h e i r  i n f  ormal source o b l i g a t i o n s  before  dea l ing  wi th  t h e i r  

formal deb ts .  

Table 16 s e t s  f o r t h  t h e  informal c r e d i t  a c t i v i t y  of  

those  informal c r e d i t  member-farmers who had no formal loans  
I. 

from any source (not even from t h e i r  c r e d i t  union) .  O f  - 

t h e  3 6  i nd iv idua l  farmers i n  t h i s  sub-sample, 16 had informal 

loans  (from any source) .  Moneylending and coyote forms of 

market in termediary  loans  s tand  out  a s  t h e  more comlon 

form of informal c r e d i t  t r a n s a c t i o n s  f o r  t h e  group. 



Table 1 7  draws t o g e t h e r  t h e  d a t a  on both  t h e  formal 

and informal c r e d i t  a c t i v i t y  i n  t h e  e n t i r e  sample and f o r  

se?.ected sub-samples o f  farmers i n  t h e  survey.  These r e s u l t s  

a l low one t o  engage i n  a comparative a n a l y s i s  of t he se  two 

sources of c r e d i t  and; i n  t h e  p roces s ,  p l ace  informal  

c r e d i t  i n  t h e  context  o f  t o t a l  c r e d i t .  

Four s e t s  of farmers comprise t h e  s e v e r a l  samples i n  

Table 17 . F i r s t  i s  t h e  e n t i r e  sample o f  i nd iv idua l  

farmers i n  t h e  survey made up of  198 farmers w i th  formal 

loans  and 36 c r e d i t  union farmers without formal loans  

f o r  a grand t o t a l  of  234 farmers .  Second i s  t h e  s e t  of 

a l l  farmers wi th  formal loans  which t o t a l s  198 ca se s .  

The t h i r d  s e t  is made up of  those  82  farmers wi th  formal 

loans  who a l s o  have informal l oans .  F i n a l l y  t he  f c u r t h  

s e t  i s  made up of  those  16 c r e d i t  union members wi thout  

any formal loans  but  wi th  informal  loans .  

Several  i n t e r e s t i n g  comparisons a r e  evident  i n  Table  

17 . F i r s t ,  depending upon which s e t  comprises t h e  t o t a l ,  

informal c r e d i t  a c t i v i t y  acamnts f o r  anywhere from 28 t o  40 

percent  of t h e  t o t a l  lempira  va lue  of c r e d i t  recorded i n  

t h e  survey (Panel D ) .  Second, t h e r e  i s  a h i e r a r chy  o f  average 

loan s i z e s  t h a t  conforms t o  expec t a t i ons  i n  t h a t  t h e  average 

formal loan s i z e s  a r e  l a r g e r  than t h e  average informal  loan 

s i z e s  and,  among, t h e  l a t t e r  (Panel C )  t h e  average informal 

loan s i z e  f o r  farmers who a l s o  have formal loans  (L. 16,123) 



Table  16. C r e d i t  Union Members Without Formal Loans 
With Informal  Loans by Source.  

7- 

Source of T o t a l  Average 
Informal  Loans No. Amt. (L.) Loan S i z e  (L.) 

1. Ploney Lender 6 L. 2,805 L. 467.5 
( i n c l u d e s  f r i e n d s  o r  

I r e l a t i v e s  l e n d i n g  
money) 

2. Commercial Firms 3 L. 66,470 L. 22,156.7 
( i n p u t s ,  equipment) 

3.  F r i e n d s  o r  R e l a t i v e s  3 L. 84 L. 2 8 
( i n p u t s  o r  g r a i n s  
on ly )  

4. S e r v i c e s  S u p p l i e r s  3 L. 4,742 L. 1 ,580.7  

5. Market I n t e r m e d i a r i e s  6 L. 19,526 L. 3 ,254 - -- 
6 .  T o t a l  (from any source )  16  L. 93,627 L. 5,851.7 

Source: Survey r e s u l t s .  



Table 1 7 .  Comparative Measures of Formal and Informal  Loans 
by T o t a l  Sample and sub-sample&/ 

A.  Formal Loans T o t a l  Sample (198 Farmers) 

Lempiras Lempiras . 

1. T o t a l  Formal 
Loans Approved L. 4,540,160 Ave. Loan Approved L. 22,930 

2.  T o t a l  Formal 
Loans Disbursed L ,  3,430,717 Ave. Loan Dispursed L. 17,414 

B .  Formal Loans Sub-Sample (82 Farmers w i t h  
Both Formal and Informal  Loaqs --- 

1. T u t a l  Formal 
Loans Approved L. 2,722,181 Ave. Loan Approved L. 33,197 

2. T o t a l  Formal 
Loans Disbursed L. 1 ,977,121 Ave. Loan Disbursed L. 24,408 

C. I n £  ormal Loans 

1. T o t a l  In fo rmal  Loans 
( f o r  82 farmers  w i t h  
bo th  Eormal loans  and 
in fo rmal  l o a n s )  L. 1,322,123 Ave. Loan S i z e  L. 16,123 

2. T o t a l  In fo rmal  Loans 
( f o r  16 c r e d i t  union 
farmers  w i t h  no 
formal  l o a n s )  L. 93,627 Ave. Loan S i z e  L. 5 ,851 

2 / D. Share  of Formal and Informal  Loans- 

Formal Informal  

1. I n  T o t a l  Sample 
(234 farmers)  

2. I n  T o t a l  Formal Loan 
Sample (198 Farmers) 7 2 

3. I n  Formal Loan 
- Sub-sample (82 Farmers) 6 0 -- 40 
1/The t h r e e  sample s i z e s  h e r e  c o n s i s t  o f :  (1)  T o t a l  sample of 2 3 4  farmers  - 

made up of 198 fa rmers  w i t h  formal  l o a n s  and 36 c r e d i t  union farmers  wi thou t  
formal l o a n s ;  (2)  t h e  t o t a l  formal  l o a n  sample made up of 198 farmers ;  and 
(3)  t h e  Eormal l o a n  sub-sample of 82 farmers  wi th  both  Eormal and in fo rmal  
loans .  

Z I ~ a s e d  on t o t a l  amount d i sbursed  f o r  formal l o a n s .  

Source: Sarvey r e s u l t s .  



i s  almost t h r e e  times t h e  average informal loan s i z e  ' f o r  t he  

c r e d i t  union uiembers wi thout  formal loans (L. 5 ,851) .  This 

p a r t i c u l a r  c o n t r a s t ,  a s  d iscussed e a r l i e r  i n  Table  1 4 ,  

r e f l e c t s  t h e  con t r a s t i ng  c h a r a c t e r i s t i c s  of  modcrn o r  

s o p h i s t i c a t e d  

and wea l th i e r  

informal loan 

F i n a l l y ,  

informal loan a c t i v i t y  a s soc i a t ed  wi th  l a r g e r  

farmers and the  t r a d i t i o n a l  o r  more rudimentary 

a c t i v i t y  a s s o c i a t e d  wi th  c r e d i t  union members. 

i t  i s  of i n t e r e s t  t o  no t e  t he  unusual ly  high 

average loan s i z e  f o r  informal c r e d i t  t r a n s a c t i o n s  f o r  t h e  

82 farmers with formal l o a n s .  Th is  

almost t he  same s i z e  a s  t h e  average 

disbursed funds Tor t h e  1.98 farmers 

f i g u r e  (L. 16,123) i s  

formal loan s i z e  f o r  

wi th  formal loans  

(L. 17,414) .  A t  t he  same time t h e  avsrage d i sbursed  loan 

s i z e  f o r  formal loans  f o r  t h e s e  82 farmers i n  Panel B 

(L. 24,408) i s  s u b s t a n t i a l l y  h igher  than t h e  average formal 

d isbursed loan s i z e  f o r , t h e  e n t i r e  s e t  of formal loan farmers 

i n  Panel A (L. 17 ,414) .  Th is  i n d i c a t e s  t h a t  t h e  p a r t i c u l a r  - 

- 

form of  informal loan a c t i v i t y  engaged i n  by t h e  82 farmers 

with formal loans  i s  not  

t i c a t e d  i n  form but t h a t ,  

in  s i z e  and scopc t o  t h c  

of t he  sample who do no t  

-- 

only  r e l a t i v e l y  modern o r  sophis-  
-- 

on t h e  average, i t  i s  comparable 
- 

rormtll. loans  engaged i n  by the  r e s t  

have t he se  informal sources .  In 

a  s ense ,  t h i s  type of informal loan a c t i v i t y  r ep re sen t s  a  

p r i v i l e g e d  source of  funds t h a t  i s  more important  than many 

of  t he  formal source fuuds and, a s  a  r e s u l t ,  i s  rese rved  ;nly 



f o r  farmers w i th  unusual  c o l l a t e r a l  o r  e n t e r p r i s e  type 

a c t i v i t y  (such as tobacco o r  sugar crops marketed t o  

processors  o r  s p e c i a l  l i ve s tock  a c t i v i t y  marketed through 

meat packers ) .  

The f i n a l  two t a b l e s  i n  t h i s  s e c t i o n  presen t  da t a  

on t h e  degree t o  which i nd iv idua l  farmers i n  t he  survey 

engaged i n  making loans t o  o t h e r s .  Wher~as  t h e  former 

t a b l e s  represen ted  t h e  degree t o  which our survey farmers 

were r e c i p i e n t s  (o r  deb tors )  o f  informal  c r e d i t  a c t i v i . t y ,  

these  two t a b l e s  i n d i c a t e  t he  degree t o  which they a r e  

i n  t u r n  l enders  ( c r e d i t o r s )  i n  t h e  informal  c r e d i t  market 

and the  t y p i c a l  term s t r u c t u r e  of t h e i r  l oans .  

The r e s u l t s  a r e  i n t e r e s t i n g .  Table 18 i n d i c a t e s  

t h a t  our survey farmers overwhel:.?ingly p a r t i c i p a t e  a s  

l enders  i n  t h e  informal  c r e d i t  market r ega rd l e s s  of t h e i r  

source  of formal c r e d i t .  An important  impl ica t ion  of  

t h i s  f i n d i n g  i s  t h a t  some po r t i on  of t he  formal c r e d i t  

t h a t  f i n d s  i t s  way i n t o  t h e  hands o f  these  farmers g e t s  

r e l e n t  a s  informal  c r e d i t .  This informal  lending i s  

l a r g e l y  t o  va r ious  ca t ego r i e s  of temporary o r  permanent 

workers on t h e  farmers '  premises. I n  s h o r t  t h e  farmers make 

advances on wages t o  t h e i r  workers throughout t h e  year  

thereby a l lowing t h e i r  informal  c l ient -borrowers  g r e a t e r  

degree of freedom i n  managing t h e i r  consumption needs 

during t he  yea r .  



Table 18. Ind iv idua l  Borrowers from Formal I n s t i t u t i o n s  Supplying 
Credi t  i n  t he  Informal Flarke& 

-- 
Farmers with Formal Loans 

(By Source) That Flake Informal Loans 
Type of Percent of the To ta l  P r i v a t e  Credi t  
Informal Loan Sample Thaatl Make Loans BrLUADESA Banks Unions 

Grains  56.7 58.8 58.8 48.8 

Money 66.5 

Inputs  (seeds,  f e r t i l i z e r ,  etc.) 16.0 

Serv ices  ( r e n t a l  use of machinery, 
equipment, animals,  e t c . )  

Land o r  Pas tu re  27.3 15.7 49.0 29 .3  

To W r k e t  In te rmediar ies  21.2 22.1 25.0 14.3 

T o t a l  (Making Any Type of Loan) 9 0 . 9  9@. 4 9 2 . 3  90 .5  

A / ~ a s e d  on 198 interviews t o  i nd iv idua l  farmers.  Only v a l i d  cases  considered. 



I n  summary, an expansion of formal r u r a l  c r e d i t  

l u b r i c a t e s  t he  r u r a l  economy i n  two ways: (1) f i r s t  i n  

i nc rea s ing  on-farm employment and purchases of  farm inpu t s  

wi th  t he  m u l t i p l i e r  e f f e c t s  t h a t  t he se  wages and expendi- 

t u r e s  have on cont inuing rounds of spending i n  t he  r u r a l  

economy and; (2)  al lowing g r e a t e r  oppor tun i t i e s  f o r  formal 

c r e d i t  farm-borrowers t o  extend informal  c r e d i t  and/or  

advance wage payments t o  t h e i r  employees a t  a r a t e  

f a s t e r  than they could do o therwise .  

Fur ther  f i nd ings  from Table 18 under l ine  t he  

r e l a t i v e l y  predominant s a l e  of  commercial bank farmer- 

c l i e n t s  i n  extending informal  loans  i n  t h e  form of  

money, equipment r e n t a l  s e r v i c e s  and land o r  pa s tu re  

r e n t a l s  a s  compared t o  o t h e r  formal c l i e n t  l ende r s .  

This makes sense  i n  t h a t  i t  i s  t h e s e  l a r g e r  and/or  

h igher  income farmers t h a t  have l a r g e r  l a b o r  fo rce s  and 

g r e a t e r  access  t o  formal l i n e s  o f  c r e d i t  t o  use f o r  advance 

wage payments and informal  l o a n s ,  and l a r g e r  a s s e t s  and 

land holdings  f o r  t he  o t h e r  forms of  informal  lending.  

Informal b a s i c  g r a i n  l o a n s ,  i n  c o n t r a s t ,  r e g i s t e r  f a i r l y  

s i m i l a r  r e l a t i v e  sha re s  among a l l  types of formal- 

borrower c l i e n t s .  

The f i n a l  t a b l e  i n  t h i s  c o l l e c t i o n  underscores the  

very s h o r t  term na ture  of t h e  farmer-lending s i d c  o f  t h e  

informal credi ' t  a c t i v i t y .  The f i r s t  four  forms of informal 



Table 19. Term S t r u c t u r e  of Informal Loans by 
Type of Loan, Supplied by Farmers 
Also Receiving Formal Loans 

--- 
Type of Percent  of Loans wi th  
Informal Loan Matur i ty  of 3 Montiis o r  Less  

Grains  86 

Money 8 7 

I npu t s  79 

Serv ices  (machinery, animals) 83 

Land o r  Pas ture  64 

To Market In te rmediar ies  61 

Source: Survey r e s u l t s .  



loans  l i s t e d  have a r e l a t i v e l y  high s h a r e  (79 t o  87 percen t )  

of t h e i r  loan a c t i v i t y  loaned act f o r  t h r e e  months o r  l e s s .  
q-- 
- Basic g ra in  and cash loans  a r e  l a r g e l y  f o r  consumption 
& 

purposes and a r e  1.ent t o  make up f o r  s h o r t f a l l s  i n  l i q u i d i t y  

and g r a i n s  from Ap: i l - June  t o  August. Following the  ha rves t s  

i n  Che F a l l  t h e s e  loans  are pa id  o f f  ( l a r g e l y  by workers 

on t he  farms) qu ick ly .  The l a t t e r  two ca t ego r i e s  of 

informal loans  have a s l i g h t l y  longer  ma tu r i t y  d i s t r i b u t i o n  

t h a t  s t r e t c h e s  from 4 t o  6 months o r  more. 

In conclus ion,  informal c r e d i t  a c t i v i t y  i n  t h e  r u r a l  

f i n a n c i a l  markets of Honduras i s  c l e a r l y  o f  importance. 

From 40 t o  44 percen t  of our  f a r m e r - c l i e n t e l e  groups 

received t h i s  c r e d i t  and t h i s  a c t i v i t y  represen ted  from 2 9  

-- t o  40 percent  of  t he  t o t a l  amount of c r e d i t  (formal and 

informal)  i n  t h e  sample (depending on which farmer sample 

one uses  a s  a ba se ) .  Second, t h e  he t e rogene i ty  of informal 

c r e d i t  sources  s t ands  o u t  from r e l a t i v e l y  wel l  organized 

.- sources of non-bank c r e d i t  from inpu t  s u p p l i e r s  t o  more . 

t r a d i t i o n a l  loans  from f r i e n d s  and money lenders .  Th i rd ,  -- 
some of t he se  modern forms 02 informal c r e d i t  a r e  a s s o c i a t e d  

with hibher  average loan s i z e s  than most formal loans  and 

a s soc i a t ed  wi th  t h e  most success fu l  formal loan borrowers 

i n  t h e  sample. Four th ,  informal loans  a r e  t y p i c a l l y  of  

much s h o r t e r  dura t ion  than formal l o a n s ,  and f i f t h ,  t h e r e  

was an overwhelming p a r t i c i p a t i o n  of our farmer sample 

(90 percen t )  making informal loans  t o  o t h e r s .  



The i n t e r e s t i n g  i n t e r r e l a t i o n s h i p  i n  our  survey between 

farmers who r e c e i v e  nnformal loans  and those  who make them 

suggest  t h e  fol lowing p a t t e r n :  (1) r e l a t i v e l y  b e t t e r  o f f  

farmers ( i .  e .  loan customers from commercial banks) t y p i c a l l y  

make more informal loans  ( l a r g e l y  t o  t h e i r  employees, 

sharecroppers  and neighbors)  than t hey  r e c e i v e  (which a r e  

l a r g e l y  from input  s u p p l i e r s  and processors )  ; (2 )  l e s s  

wel l  o f f  and smal le r  farmers such a s  c r e d i t  union members wi th  

o r  without formal loans  t y p i c a l l y  r e c e i v e  more informal loans  

(from l a r g e r  farmers ;  f r i e n d s ,  moneylenders, e t c . )  than they 

make o r  l end  out .  

This  impl ies  t h a t  i f  one i s  t r y i n g  t o  a r r i v e  a t  an 

accu ra t e  measure of informal  c r e d i t  a c t i v i t y  i n  t h e  Honduran 

s e t t i n g  one should a r r i v e  a t  some weighted average of  t he  

two z ides  of t h e  informal  c r e d i t  market revea led  i n  our  

survey. This would suggest  t h a t  informal c r e d i t  i n  t h e  

a g r i c u l t u r a l  s e c t o r  i n  Honduras l i e s  between 40 t o  45 percent  

on t h e  one hand and 90 percen t  on t h e  o t h e r .  The b i a s  i n  

our farmer sample t h a t  emphasized formal loan  c l i e n t s  impl ies  

t h a t  ou r  farmer group would engage more i n  making informal 

loans  ( i . e .  90 percen t  of t he  sample d id  so)  than i n  

rece iv ing  them (only 40 percen t  d id  s o ) .  A sample t h a t  had 

an oppos i te  b i a s  (emphasizing smal ler  farmers  without formal 

l oans ,  e t c .  ) would presumably have these  perc'entages reversed  

t o  some e x t e n t .  More surveys wi th  d i f f e r e n t  b i a s e s  a r e  

needed before  one can draw conclus ions  about t h i s  p o i n t .  



A major point  t h a t  does emerge from our survey i s  t h a t  

increased l i q u i d i t y  i n  t h e  r u r a l  economy (say i n  the  form 

of an increase i n  formal a g r i c u l t u r a l  c r e d i t )  does work 

i t s e l f  through t h e  system i n  such a way t h a t  informal 

c r e d i t  t r ansac t ions  a l s o  increase thus improving the  

l i q u i d i t y  and consumption needs of farm households t h a t  

do not  have access t o  formal c r e d i t  channels. Associated 

with t h i s  f inding is t h e  f a c t  t h a t  many a c t i v i t i e s  t h a t  a r e  

not  s t r i c t l y  farming a c t i v i t i e s  should c l e a r l y  be financed 

in  formal a g r i c u l t u r a l  lending programs s ince these 

a c t i v i t i e s  input supply firms and marketing agents)  

play an important r o l e  i n  extending informal ( i . e .  non- 

bank o r  non-program) c r e d i t  t o  t h e i r  farm customers. In 

shor t ,  formal c r e d i t  i s  in t imate ly  t i e d  i n  and i n t e r a c t s  

with informal c r e d i t  a c t i v i t i e s  and sec to r s  and thus  the  

impact of formal c r e d i t  programs and loan p o r t f o l i o s  

extends f a r  beyond t h e  l imi t ed  horizon of the  f i r s t  t i e r  

of formal farm borrowers. 



VII 

CREDIT SUPERV IS ION IN HONDURAN 

RURAL CREDIT INSTITUTIONS 

R o n a l d  T i n n e r m e i e r  



C R E D I T  S U P E R V I S I O N  I N  H O N D U R A N  R U R A L  C R E D I T  I N S T I T U T I O N S  

C red i t  superv is ion i s  w ide ly  discussed bu t  seldom i s  used i n  the same 

way o r  has the  same meaning f o r  those us ing the  term. For sane, 

superv is ion simply means'control  over  the  disbursement o f  c r e d i t  wh i l e  f o r  

o t h e r s .  i t  may mean no t  on l y  c o n t r o l l i n g  c r e d i t  witndrawals but  a lso  

p rov id ing  o ther  serv ices w i t h  c r e d i t  l i k e  techn ica l  ass is tance,  f i n a n c i a l  

management, input  and product market ing, farm p lanning and ana lys is ,  and 

extension. For example, supervised a g r i c u l t u r a l  c r e d i t  programs f inanced 

by A .  I .D. i n  the 1950s tended t o  s t ress  t h e  in tegra ted  serv ice  end o f  the  

continuum. Thus, supervised c r e d i t  means many d i f f e r e n t  th ings t o  many 

d i f f e r e n t  people. 

The purpose o f  t h i s  p a r t  o f  the  study i s  t o  i d e n t i f y  and descr ibe the 

types o f  superv is ion and serv ices w i t h i n  the prev ious ly  def ined continuum 

which accompany a g r i c u l t u r a l  c r e d i t  f o r  small farmers i n  a number of p rogram 

in  Honduras. Where possible,  the number o f  techn ic ians  and t h e i r  funct ions. 

w i l l  be described. F i n a l l y ,  some judgemen tw i l l  bemadeabout  the 

adequacy o f  these superv isory serv ices.  Such observat ions must be t e n t a t i v e ,  

even s u p e r f i c i a l  in some cases, because o f  the shor t  amount o f  t ime ava i l ab le  

f o r  t h i s  p a r t  o f  the study. 

I n s t i t u t i o n a l  Coordination f o r  the  Reformed Sector 

An i n t e r i n s t i t u t i o n a l  system has been operat ing f o r  the past 1 - 1 112 

years i n  an attempt t o  coord inate no t  on ly  c r e d i t  bu t  a l l  o f  the o ther  pub1 i c  



serv ices going t o  the  reformed sector.  One func t ion  o f  t h i s  system i s  t o  

help r e f o n  groups prepare documents and investment p lans requi  red f o r  

BANADESA loan app l i ca t i ons ,  as i s  d.iscussed l a t e r .  

The i n t e r i n s t i t u t i o n a l  system now operates a t  t h ree  d i f f e r e n t  leve ls .  

EN1 ( ~ q u i p o  Nacional . { r i t e t i ns t  i t u c i o n a l )  i s  the  n a t i o n a l  po l  i cy  group 

o r i g i n a l  i y  composed o f  representat ives f rom the  Sec re ta r i a t  o f  Natura l  
- 

Resources (RR.NN.) , Nat iona l  Agrar ian l n s t i  t u t e  ( INA) , the  A g r i c u l t u r a l  Development 

Bank (BANADESA) , and the  D i r e c t o r a t e  f o r  Cooperative Development (D I FOCOOP) . 
Recently, membership o f  EN1 was expanded and present ly  includes n i n e  

d i f f e r e n t  government agencies and a representa t i ve  from each o f  the  major 

csmpesino groups. The t o t a l  now includes: Extension Head, RR.NN. ; 

D i rec to r  o f  A g r i c u l t u r a l  Planning, RR. NN.; Head of T ra in ing  and Rural  

Pub 

M i n  

Pub 

Development, INA; Head o f  Group Cred i t ,  BANADFSA; Head of DIFOCOOP; 

Head o f  A g r i c u l t u r a l  Department, I NFOP; Head o f *  Planning Department, 

1 i c  Heal th  M i n i s t r y ;  Nat iona l  Supervisor o f  Primary Education, Education 

i s t r y ;  Head o f  Planning, IHMA; Head o f  Sector Planning, S e c r e t a r i a t  o f  

1 i c  Works and Transpor tat  ion; Head o f  Ag r i cu l  t u r a l  Plann ing , CONSUPLANE; 

and representat ives from ANACH, UNC, and FECORAH.9: However, these persons 

o f  ten a re  represented by lower leve l  technic ians,  

The second group i s  EN01 (Equipo Nacional Operat i v o  I n t e r i n s t  i tuc  iona 

"Reglamento de la  Coordinaci6n I n t e r i n s t  i tuc iona l , "  ENI, Tegucigalpa, 
a h r i l  1981. 

. 
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which i s  respon.sible f o r  implementing EN1 p o l i c i e s  and ac t i ons .  EN01 

i s  composed o f  rep resen ta t i ves  f rom the  same e n t i t i e s  as EN I, a1 though 

the  campesino rep resen ta t i ve  i s  o p t i o n a l  s i n c e  EN01 implements w i t h i n  

the  pub1 i c  sector.  EN01 i s  respons ib le  f o r :  e l a b o r a t i n g  an annual 

p lan  o f  work; implementing EN1 dec is ions ,  a d v i s i n g  the reg iona l  groups 

(EROI) on p lanning,  c r e d i t  use and repayment, market ing,  and g r a i n  
. . 

storage; and-planning and implemknt'ing t r a i n i n g  proirams w i t h  PROCCARA, 

DIFOCOOP, INFOP, and RR. NN. 

The t h i r d  group i n  t h e  system i s  t he  EROl (Equipo Regional Opera t i vo  
-. 

Interinstitutional) which p rov ides  d i r e c t  con tac t  t o  the  reformed sec to r  

through the  newly es tab l i shed  reg iona l  coopera t i ves  o f  ANACH. P resen t l y  

there a r e  8 EROls ope ra t i ng  and another  i s  be ing  formed. Each EROl 

t h e o r e t i c a l l y  i s  to :  p:.ovide t echn i ca l  and c r e d i t  ass is tance ,  t r a i n i n g ,  
. . 

educat ion and a d m i n i s t r a t i o n  t o  the  canpesino grpups; fo rmu la te ,  implement 
. 8 

and eva lua te  opera t ing  plans; implement a d m i n i s t r a t i v e  and account ing 

systems w i t h  t he  groups; c o n t r o l ,  superv ise,  and watch over  loans and t h e i r  

repayment; adv ise on market ing;  prepare t r a i n i n g  p lans and send t u  EN01 

t o  inc lude  -i-n -t,h,e n-at ipnaj*.p.l_an.; .assure groups , . . . . . . . - - . .- . . . 

qu i remen t s  ; and h e l p  groups meet p re requ is  i t e s  

serv i ces. 

At  the r eg iona l  l e ve l  the  E R O l  works w i t h  

D i r e c t o r a t e  (DAR) o f  RR.  NN, which d i r e c t s  a l l  

comply-wi th  ioan re -  . - -  .. - . 

r e q u i r e d  by agencies f o r  

t h e  Regional A g r i c u l t u r a l  

a c t i v i t i e s  w i t h i n  the 

a g r i c u l t u r a l  sec to r  i n  t h a t  r eg ion  (reformed and p r i v a t e ) .  Usua l l y  a 
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'member o f  the DAR p lann ing  u n i t  i s  assigned t o  each reg iona l  coopera t i ve  
3 
4 i n  i t s  area and serves on t h e  EROI. The ex tens ion  s e r v i c e  o f  RFi. NN. 
i t  

3 
.r, 
.t assigns .agents i n  t h e  same way, as does INA. Where the EROl serves 
& .. 
L 
'1 

more than one reg i ona l  cooperat ive, '  sub-working groups a r e  assigned 

I, 

t o  work w i t h  each cooperat ive.  

4 
As t o  c r e d i t ,  t he  EROI serves t h r e e  r o l e s :  1) he lps  prepare l o c a l  

G 
a- 
I 

cooperat ives and reg iona l  cooperat ives investment p lans,  2) he lps  ge t  

loan documents and a p p l i c a t i o n  i n  order ,  and 3) superv ises loan d isburse-  

ments and repayments. The qua1 i t y  o f  t h e  work va r i es  f rom reg ion t o  

reg ion depending upon the  make-up o f  t h e  E R O I  . For example, i n  the 

?$ 
C, Choluteca E R O I ,  v i s i t s  a r e  made t o  each l o c a l  coopera t i ve  t o  determine 

which a c t i v i t i e s  (crops, l i v e s t o c k ,  machinery) a r e  t o  be f inanced. Then, 

a one-page investment p lan  i s  prepared f o r  each a c t i v i t y  o r  c rop  t o  

be f inanced in  t h e  l o c a l  cooperat ives,  These a r e  summed t o  determine 

the  t o t a l  amount o f  the loan t o  the  r eg iona l  cooperat ive.  Since 

CARCHOL (cooperat  i v a  Agropecuar ia Regional Chol uteca ~ t d a . )  now has 

22 l oca l  cooperat ives,  t h a t  many investment p lans  would be prepared 

f o r  corn. For a recen t  1 i ves tock  loan, 14 investment plans were 

maiie b u t  o n l y  8 were inc luded  i n  the  f i n a l  loan document ( t h e  o the r  

cooperat ives were no t  cons idered ready f o r  1 i ves tock  loans) . For 

CARCHOL, the investment plans a r e  j o i n t l y  prepared by a C r e d i t  O f f i c i a l  

from BANADESA, a c r e d i t  a s s i s t a n t  (aux i  1 i a r )  f rom INA, and a t echn i c i an  

( p e r i t o )  f rom the c o o p e r a t i v e ' i t s e l f .  No o the r  c r e d i t  p lans o r  farm 



analyses a r e  c a r r i e d  ou t  by EROl a t  t h i s  t ime  i n  Choluteca. 

More ana l ys i s  appears t o  'be done by t h e  ERO l i n  San Pedro Sula i n  i t s  

work w i t h  CARCORTEL (coopera t i ve  Agrapecuar ia Regional CortGs, L tda. ) .  

There, a long w i t h  the  r egu la r  BANADESA documents, a  10-12 page s u m a r  

i s  prepared on t h e  f o l l o w i n g  i tems: present  s i t u a t i o n  ( l o c a t i o n ,  

o rgan i za t i ona l  farm, land  tenure  s i t u a t i o n ,  s o i l s ,  exper ience, f i nanc  

s i tua t ion,  and resource inven to ry )  ; who wi 1 l p rov i de  techn ica l  and 

admin i s t r a t  i ve  ass is tance;  c red  i t needs (based on investmen t p lans)  ; re -  

quirements t o  be met be fo re  t h e  loan; requirements t o  be completed a f t e r  

loan begins;  summary o f  income and expenses; and a  one page 1 i s t  i ng  o f  

past  loans by  each l oca l  coopera t i ve .  

The 

more deta 

by month, f o r  labor,  t r a c t o r  use, ar-imal t r a c t i o n ,  and inputs .  Also,  a  

investment p lan  f o r  each loca 1 coopera t i ve  i n  CARCORTEL inc ludes 

i 1 than t h a t  found i n  Cholutec.a ... Cos ts -a re  es t imated  separa te ly  

few e f f i c i e n c y  measures ( ~ i e l d s ,  va lue  and cost  per  manzana, n e t  r e t u r n /  

manzana, and ne t  re tu rns  over  c o s t )  a r e  calclula t ed  . Accord ing t o  

t h e  l o a n  d o c u m e n t  ( s i g n e d  by C A R C O R T E L ,  I N A ,  a n d  

BANADESA), s i x  persons a re  assigned f u l l  t ime t o  a s s i s t  CARCORTEL: 1 

INA promotor, 1 INA a s s i s t a n t  accountant ,  1  accountant from IADSL 

( I n s t i  t u t o  Americano de D e s a r r o l l o  de S ind ica tos  L i b r e s  - Am. Free ~ a b o r ) ;  

1  RR. NN. techn ica l  coo rd i na to r ,  1 BANADESA c r e d i t  o f f i c i a l ,  and 1 

DIFOCOOP extens ion agent. ANACH a l s o  has 4 " a c t i v i s t a s "  assigned t o  the 



regiona 1 coopera t i  ve. 

The EROl plays a more 1 im i ted  r o l e  in  supervis ing c r e d i t  use and 

repayment. Each loan disbursement must be author ized by the  c r e d i t  

o f f i c i a ' l  and i s  usua l l y  preceded by a f i e l d  v i s i t  t o  the respec t ive  loca l  

cooperat ive by e i  ther  an extens ion agent o r  by the  bank agent. Loan re -  

payment i s  the primary r e s p o n s i b i l i t y  o f  the c r e d i t  o f f i c i a l .  

An Evaluat ion 

A number of problems have a l ready appeared i n  the E R O l  system: 

1. There appears t o  be considerable change i n  the membership of 

the E R O l  Is  and du t i es  o f  each person. Because o f  t h i s  t u rn  

over, i t  is hard t o  ma in ta in  c o n t i n u i t y  i n  the work w i t h  the 

cooperatives and t o  r e t a i n  t r a ined  technic ians f a m i l i a r  w i t h  

the system. A member o f  EN1 s ta ted  t h a t  o f  30 persons t ra ined,  

on ly  5 remain w i t h i n  EROlls t o  date. 

2. Cooid inat ion problems s t i l l  e x i s t  al though i t  appears the  

E R O l  sys tem has estab1:i shed s t  ronger t i e s  between the extens ion 

and c red i  t ayen t s .  

3.  The investment plans inc lude very l i t t l e  farm p lanning o r  

analys is .  The same assunlpt ions ( y i e l d s ,  costs ,  inputs needed, 

e tc . )  are used f o r  each l oca l  cooperat ive which makes the 



i n d i v i d u a l  investment p lans meaningless. Even so, cons ider-  

ab l e  resources a r e  a1 l oca ted  t o  t h i s  e f f o r t .  

4. There i s  g r e a t  v a r i a t i o n  'in t h e  exper ience and competence 

o f  t he  members of t h e  EROI. 

5. The EROl system appears t o  c o n t r i b u t e  t o  f u r t h e r  loan  approva l  - 
delays.  Considerable t ime i s  needed t o  g e t  t h e  loan appl  i ca -  

t i o n ,  investment p lans,  e tc .  i n  o rder .  The loan a p p l i c a t i o n  

must then be  reviewed by EANADESA and by EN01 i n  Tegucigalpa. 

A l l  of t h i s  can lead t o  de lays o f  many months. 

6. R e s p o n s i b i l i t i e s  a r e  p o o r l y  d e f i n e d  i n  some o f  the  EROl's. Th is  

leads t o  delays and i n e f f i c i e n c i e s ,  For example, t h e  EROl 

i s  r espons ib l e  f o r  assur ing  loan repayment, bu t  i f  no one i s  

assigned the s p e c i f i c  r e s p o n s i b i l i t y ,  l i t t l e  may be done. 

E f f o r t s  a r e  be ing  made t o  develop more d e t a i l e d  procedures 

and methodologies f o r  the  EROl's i n  a manual scheduled f o r  

re lease  i n  October 1981, 

7. A l o t  of resources ($urnan and o therw ise)  a r e  t i e d  up in the  

EROl system. One agency a1 ready i s  s i a r t i n g  t o  eva lua te  

whether t h e  r e s u l t s  j u s t i f y  such a heavy i npu t  o f  i t s  

pe rsonne 1, 
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In  summary, the  E R O l  system seems t o  have considerably improved 

the coord inat ion among the government agencies working w i t h  the  regional  

cooperatives. Some EROl  ' s  even meet weekly t o  discuss problems and 

solut ions.  However, t o  be e f f e c t i v e  i n  the  lbnger run, g iven the  heavy 

input  o f  government resources, emphasis w i l l  have t o  s h i f t  from the  

plann ing/coordinat ing func t ions  t o  more techn i ca  1 and management 

funct ions t o  produce re: u l t s  ( increased product ion and incomes). 

Plans mean noth ing unless they are implemented. 



INA, RR. NN.. and BANADESA Supeiv i s  ion  

The main government agencies work ing  w i t h  smal l  farm c r e d i t ,  

superv is ion,  and techn ica l  ass is tance  a r e  INA, RR. NN., and BANADESA. 

INA's r o l e  i n  c r e d i t  ex tens ion  and supe rv i s i on  i s  t h e  more 1 imi  t ed  

o f  t h e . t h r e e .  . I t ' s  pr imary f unc t i on ,  o f  course, i s  t o  hand le  land  

r r 2 ; s t r i b u t i o n  and t i t1 ing and t o  form and organize the r e s u l t i n g  

re form groups. I n  recent  years i t has concent ra ted i t s  ' budget and 

personnel  i n  a  few, more in tens  i v e  . r u r a l  development p r o j e c t s  and w i t h  

asentamientos which had r e l a t i v e l y  h i g h  p roduc t i ve  po ten t  i a  1 .  Few o f  

i t s '  s t a f f  a re  t r a i n e d  t o  work d i r e c t l y  w i t h  c r e d i t  superv is ion .  Besides 

t he  concent ra ted p r o j e c t s ,  INA1s o t h e r  main involvement r e l a t e d  t o  

c r e d i t  i s  i t s  p a r t i c i p a t i o n  i n  the  EROl's which suppor t  t h e  r eg iona l  

cooperat ives d  iscussed prev ious 1 y. 

The RR. NN, i s  assoc ia ted  w i t h  c r e d i t  i n  two ways: through i t s '  

sec to r  plann ing e f f o r t s  and through the  extens ion  se rv ice .  The p lann ing  

o f f i c e  i s  represented i n  the t h ree  d i f f e r e n t  i n t e r i n s t i t u t i o n a l  groups 

o f  ENI, ENOI, and E R O I .  

The s e c t o r  p lann ing  o f f  i c e  o f  RR. NN. a l s o  was i nvo l ved  i n  an 

ea r  1 i e r  A I D - f  inanced farm and invest ineni  p lan  program ca 1 l ed  PROTECPA 

(Proyecto de TecnologTas para Pequefios Ag r i  c u l  t o res )  . A team o f  

12-15  professions Is (5 f o re i gn )  was f inanced  w i t h  the o b j e c t i v e  o f  

deve lop ing a capaci t y  f o r  p lann ing  and eva lua t i ng  farming systems 

w i t h i n  t h e  pub1 i c  sec to r .  This p r o j e c t  ran f o r  about t h ree  years 

and terminated the l a t t e r  p a r t  o f  1980. By August 1980 t h e  p lann ing  



group had completed 289 investment o r  farm plans f o r  127 separate  

groups as shown i n  Tables 1 and 2. 

TABLE 1. PROTECPA ass is tance  tb Reform Groups 1977-1980 

Zone 

Chol uteca 

San Bernardo 

Comayagua 

J u t i c a l p a  

Tela 

La Cei ba 

San Pedro 

Ta l anga 

Guayrna s 

Bajo Aguan 

1977 

19 78 

'i 3 79 

1980 

SOURCE : 

# o f  Groups 
Ass is ted  

2 2 

15 

13 

15 

9 

2 

3 

4 

2 9 

15 

# o f  Famil i es  

Ass is tance by Year 

New Groups Repeats 

53 - 
29 39 

30 6 1 

15 6 2 

Rodriguez, lnforrne F ina 1 - 

# o f  Has. 
Ad jud ica ted  

4,118 

3,480 

2,130 

1,710 

1,100 

358 

436 

800 

4,712 

7,614 



TABLE 2. PROTECPA Plann ing Ass is tance t o  Regional Cooperat ives 
1977-1980 

# Member # of Hectares 
Reg iona 1 Cooperat ive  Coops. Fami l i es  Ad jud ica ted  

CA RAO L 
CARCHOL 
CARCEFOMOL 
CARNOL 
CARAGUAL 
CARAL 

SOURCE: Rodriguez, ln forme F i n a l  

The p lans prepared by PROTECPA n o r m a l l y  i nc luded  s h o r t  ana lyses 

o f  t h e  f o l  lowing t o p i c s :  

- General i n f o r m a t i o n ,  l o c a t i o n  

- Present and proposed use o f  t he  land 

- Costs o f  the  proposed p lan  

- F i n a n c i a l  s t a t e  o f  t h e  group 

- New investments proposed 

- Costs and r e t u r n s  f o r  crops t o  be f i nanced .  

- Resources t o  be used t o  cancel new loan 

- Resources t o  be used t o  cancel  p r e v i o u s  loans 

- Labor u t i l i z a t i o n  and f lows 

- Level  o f  technology 

- Disbursement p lan  f o r  loan 

- Plan implementat ion 

- Recommen da t ions  



Because o f  t h e  scope ,o f  the  a n a l y s i s ,  the  p l a n ?  o f t e n  were 20-40 

pages i n  leng th ,  w i t h  t a b l e s .  

k! - The exper ience o f  PROTECPA prob idcs  many i n s i g h t s  i n t o  problems 

f 
b 

assoc ia ted  w i t h  farm p l a n n i n g  and a n a l y s i s  f o r  groups i n  the re fo rm 
E h. s e c t o r .  Plans prepared f o r  some groups were never  even used s i n c e  the  

loan was denied because lega l  o r  o t h e r  requirements were n o t  met. 

Others d i d n ' t  want t o  assume t h e  amount o f  debt imp1 i e d  by t h e  p l a n .  

I t  was found t h a t  many groups c o u l d  n o t  absorb v e r y  l a r g e  amounts 

o f  a d d i t i o n a l  c a p i t a l  investment s i n c e  they had l a r g e  debts f rom 

s u b j e c t i v e .  F i n a l l y ,  groups o f t e n  d i d n ' t  comply w i t h  t h e  p l a n ,  e i t h e r  

because o f  de lay  i n  t h e  loan approva l ,  a r r i v a l  o f  i n p u t s  o r  equipment 

broke down. The b i g g e s t  problem appears t o  be t h a t  t h e r e  was l i t t  l e  

s u p e r v i s i o n  o r  fo l l ow-up  o f  t h e  p lan  a f t e r  t h e  loan was approved. 

U n f o r t u n a t e l y ,  no in-depth  e v a l u a t i o n  has been made o f  t h a t  p lann ing  

e f f o r t  y e t  even though i t  m i g h t  have some impor tant  lessons f o r  the 

p lann ing  e f f o r t s  o f  the  EROlst and o t h e r s .  

The extens ion s e r v i c e  has 86 o f f  i ces  i n  the c o u n t r y  w i t h  149 

ex tens ion  agents,  d i s t r i b u t e d  among e i g h t  reg ions  as shown i n  Tab le  

3. O f  these agents, 17 a r e  d i  t e c t l y  assigned t o  coopera t i ves  be ing  

p rev ious  loans.  Groups o f t e n  p r e f e r e d  t o  use t h e  known technology 

r a t h e r  than accept  the p e r c e i v e d  more r i s k y  recommendations i n  the  

p lan .  Poor records a r e  kept  which makes p lann ing  and a n a l y s i s  more 



served by the reg iona l  cooperat ives and ER01 ' 5 .  The na t i ona l  extension 

o f f i c e  estimates 30 percent o f  the extension agents a re  working w i t h  

groups i n  the reform sector.  An a d d i t i o n a l  s t a f f  o f  59 technic ians 

and admin is t ra to rs  are located a t  the regional  extension o f f  ices as 

shown i n  Table 4. The extension agents' main funct ions are to :  ca r r y  

ou t  diagnost i c  surveys, gather  product ion and group data, he1 p  

analyze group and product ive operat ions, a s s i s t  in  plann ing e f f o r t s  

a t  loca l  and regional  cooperat ives, and make technica l  recommendations, 

o f  ten associated w i t h  c r e d i t  extension. Unfor tunate ly ,  such technica 1 

assistance gets t o  few farmers. An I N V E S T  study est imated on l y  7.8 

percent o f  farmers w i t h  less than 2 ha. received such assistance. 

From 9-12.5 percent o f  farmers w i t h  20 ha. o r  less received technica l  

assistance. 



ACIINCTIS AND TECIINTCAL STAFF OF P . E .  A .  

I AGENTS WIT11 I 
I REGION EXTENSION A G R I C .  RURAL YOUTH RURAL DEV. I 

I 
I SOlltll 
I 
I 

I \Jest  Cen t ra l  

i 
I North 
I 

14 
I 
I 
I A t l a n t i c  Coast 
I 

6 
I 
I 
I Nor theas t  7 
I 
i 
I Ez i s t  C e n t r a l  
I 
I 
I I I lest  

i I TOTAL 86 14 9 4 4 45 

" 'Of  t hese  8 a r e  y e t  t o  be appo in ted .  
- 

Source: Prograrna de Extensi6n Agr ico la ,  RR. NN. 



REG.  A S S I S T .  AGRIC . RURAL DEV. AGRIC . TOTAL 
COORD . COGIID . SUPERVISORS SUPERVISORS COhDlUNIC . P.EGION 



BANADESA i s  t h e  major  pub1 i c  sec to r  lender  t o  a g r i c u l t u r e .  I t  

p rev i ous l y  was c a l l e d  Banco Nacional  de Fomento (BNF) b u t  was re-  

organized l a s t  year  and g i ven  t h e  new name. The main con tac t  w i t h  t h e  

farmer i s  by a  " c r e d i t  o f f i c i a l "  o r - one  o f  the few agronomists.  A t  

present ,  the-3 a re  130 c r e d i t  o f f i c i a l s  and 8 agronomists i n  the bank. 

These a r e  d i s t r i b u t e d  among f o u r  r e g l o ~ s  ( r e g i o n a l  o f f  ices a re  be ing 

formed) and 2 7  f i e l d  o f f i c e s  as shown i n  Tables 5-9. Wi th  o n l y  8 

agronomists, i t  i s  obvious t h a t  BANADESA does no t  p rov i de  much t e c h n i c a l  

he lp  t o  i t s  borrowers. Instead, i t  r e l i e s  on RR. NN. o r  o the r  agencies 

t o  p rov ide  t h a t  se r v i ce .  

The c r e d i t  o f f i c i a l s  a r e  spread p r e t t y  t h i n  s i nce  :hey work w i t h  

i n d i v i d u a l  borrowers as w e l l  as groups. One c r e d i t  o f f i c i a l  i s  assigned 

t o  each reg iona l  coopera t i ve  assoc ia ted  w i t h  the  E R O l  system ( p r e s e n t l y  

1 4 ) .  Others a re  p r i m a r i l y  assigned t o  o t h e r  cooperat ives t h a t  have l a r g e  

BANADESA loans. 

The c r e d i t  o f f i c i a l  he lps  thd borrower prepare an investment plan 

and may v i s i t  the farm i f  t ime permi ts .  He a l s o  must approve loan 

disbursements, again based on a farm v i s i t  i f  p o s s i b l e .  For l a rge  loans 

o r  f o r  group loans he may m a i n t a i n  more supe rv i s i on  o r  c o n t r o l .  I f  the 

loan becomes de l inquen t ,  the c r e d i t  o f f i c i a l  w i l l  v i s i t  t h e  farmer t o  

encourage repayment. Otherwise, few borrower  v  i s  i t s  a r e  made by 

the c r e d i t  o f f i c i a l  du r ing  t he  l i f e  o f  a  loan. 



NO. O F  EMPLOYEES BY REGION 
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TABLE 6 

REGION I 

TOTAL 1 CREDIT 
4 

I 
! 

EPIPLOYEES \ OFFICIALS ! AGRONOMISTS - 1 I i 

Sucursal O f i c i n a  Principal ' 81 15 1 2  



TABLE 7 

REGION 71 

TOTAL CREDIT 
A G E N C I A  EkIPLOYEES OFFICIALS 

Sucursal San P e a  Sula 1 9 0 I 11 

Nueva A m c i a  San Pedro Sula 10 - 

Yom 15 3 
1 

Sm Luis 9 2 

T 0 T A L 190 3 2 

AGRONOMISTS I 



TABLE 8 

A G E N C I A  

Santa Rosa de 3 3 5 - 



TABLE 9 

A G E N C I A  

Olanchito 

M o  hnpira 

T O T A L  

. - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  

AGRONOFII STS 
TOTAL 
EEPLOYEES 

18 

7 

, CREDIT 
, OFFICIALS 

5 

1 

- 
- 

101 1 22 

--------------------------- 
2 



Crop investment p lans  prepared by t h e  c r e d i t  o f f i c i a l s  a r e  usual  l y  

based on s tandard p lans  prepared i n  the region.  An investment p lan  

f o r  r i c e  w i t h  h i g h  y i e l d s  f o r  t h e  Choloma, San Pedro Sula reg ion  i s  

shown as Attachment 4. These p lans  a r e  based on f a i r l y  d e t a i l e d  

e n t e r p r i s e s  budgets ( i nves tment  p lans)  prepared i n  1979-80 by t h e  

techn ica l  d i v i s i o n  o f  BNF i n  c o l a b o r a t i o n  w i t h  Oklahoma S t a t e  and 

Colorado S ta te  U n i v e r s i t i e s  under an AID!Washington f inanced p r o j e c t .  

Over 100 budgets were prepared based on farmer i n t e r v i e w s  f o r  each 

ma jo r  crop,  by technology l e v e l  and reg ion .  Those e a r l i e r  budgets 

have been s i m p l i f i e d  and a d j u s t e d  t o  c u r r e n t  p r i c e s  for  use by t h e  

c r e d i t  o f f  i c i a  I s  i n  p r e p a r i n g  investment p lans f o r  loans.  



ATTACHMENT A -23-  

BhNCO ~ I A C I O N i r L  DE DESXRROLT,O :rGRICOLA 

PLAN D E  INVE;!SION No. 0 1 G 4 3  

RUBRO= I ~ ~ A O Z  R E N D I M I Z N T O  i iLTO 63 Q,qS ./Mz. 

?XGION= SAfl PEDRO S U L k  CHOLOMI: 

M:rNO DE OBR.', J O R N A L E S  t'~' 

TOTIIL  
UNID.  L. U N I D .  

COSTO 
TOTAA;L 

C O S T O  
PROY ECTI'LDO 

SIEMBRA 

1 ra. L I M P I I ' ~  

A P L I C A C I O N  I N S E C T I C I D A  

~ D ; L .  L I N P I i .  

C U I D O  DE P-LJI'LROS 

CORTZ i[ : ,Po~~:Eo 

CTROS S E X V I C I O S  CONm.','7;iDOS 

SUB TOTi'rL 

OTZOS COSTOS: 

I N T E S Z S Z S  SOBRE C . ~ P I T ; L L  ANUAL DE I N V E R S I O N  12 % 

DE P R O P I E D , \ D Z S  = I M T G 2 Z S Z S  12 $ 

DEP2ECI. ' .CION 

P!:,NTENIMI ZNTO 

COSTO DZ PCOD!JCSION 755 -06 

8' COSTO F I J O  POR QU1NTI;L 

C L  COSTO F I J O  POR MiiNzt lN/~ 



Cent ra l  Bank o f  Honduras (BcH) 

The Cen t ra l  Bank has a  number o f  1 ines o f  c r e d i t  and d i s c o u n t  

programs . f o r  ag r  i c u l  t u r a l  l end ing .  However, f rom the p o i n t  o f  v iew 

o f  loan s u p e r v i s i o n  and t e c h n i c a l  ass is tance ,  t h e  World Bank p r o j e c t  

and the  d iscoun t  system f o r  tobacco a r e  o f  s p e c i a l  i n t e r e s t .  Both  

i n v o l v e  cons ide rab le  c o n t r o l  and s u p e r v i s i o n  on t h e  p a r t  o f  BCH and 

o r  the p a r t i c i p a n t  i n s t i t u t i o n s .  

The a g r i c u l t u r a l  c r e d i t  p r o j e c t ,  f i nanced  by the  World Bank, 

p r i m a r i l y  goes t o  f i n a n c e  sugar cane, tobacco, and r i c e ,  i n  o r d e r  

07 importance ( two l a r g e  Wor ld  Bank 1 i v e s t o c k  loans preceded the 

a g r i c u l t u r a l  loan and a r e  s t i l l  o p e r a t i n g ) .  BANADESA and Banco 

Sogsr in account f o r  41 pe rcen t  o f  the p o r t f o l i o  f o r  b o t h  1 i v e s t o c k  

and crop loans imtended i n  the system. Host loans go t o  medium 

o r  l a r g e - s i z e  farms b u t  smal l e r  farmers a r e  be ing reached through 

group o r  coopera t i ve  loans. 

A f a i r l y  e l a b o r a t e  loan app l  i c a t i o n  and superv is  ion system has 

been e s t a b l i s h e d  and i s  r e q u i r e d  o f  a l l  p a r i i c i p a t i n g  banks. The 

farmer con tac ts  the bank, b c  i t  BANADESA, o r  Sogerin, o r  o t h e r  banks, 

t o  see if he i s  e l i g i b l e .  If so, a n  agent f rom the bank v i s i t s  the 

farm f o r  a  p r e l i m i n a r y  assessment o f  t h e  v i a b i l i t y  o f  t h e  proposed 

o p e r a t i o n .  Then, t h e  p a r t i c i p a t i n g  bank agronomist  accompanied by one o f  

t l l c  BCI-I agronomists v i s i t  the farm w i t h  the  purpose o f  c o l l e c t i n g  



r e l c v a n t  data and to  work w i t h  tlle Farrncr i n  f i l l i n g  1 1 u L  tllc I v a n  rc- 

quest  fo rm and o t h e r  suppor t ing  documents. The loan document (app l  i c a -  

t i o n )  should  inc lude  the  f o l  lowing:  

- Loan a p p l i c a t i o n :  a  one page f o r  g i v i n g  genera l  i n f o r m a t i o n  

about the farm, purpose and reason f o r  loan 

- A  s tudy o f  the p r o j e c t  t o  be f i nanced  

1. General i n f o r m a t i o n  on farm and borrower.  

2. A  d e s c r i p t i o n  o f  t h e  farm,  s o i l s ,  resource inven to ry  

( land,  c a t t l e ,  equipment, b u i l d i n g s ,  e t c . )  

3. A  d e s c r i p t i o n  i n  d e t a i l  o f  t h e  p r o j e c t  t o  be f inanced 

4. An investment p l a n ,  by purpose, o v e r  the  n e x t  t h r e e  years 

5 .  Cash f l o w  summary 

6. Farm map 

7. Annex w i t h  d e t a i l s  on expected cos ts  by i t e m  

8. Annex showing h e r d  growth,  by animal t ype ,  over  10 

years ( i f  l i v e s t o c k  loan) 

9. Annex showing expected sa les  and p r o d u c t i v i t y  d u r i n g  loan 

p e r i o d  

10. Annex showing p a s t u r e  c a r r y i n g  c a p a c i t y  

11. Annex w i t h  p r o j e c t e d  annual expend i tu res .  

A set: o f  the Eorms i n v o l v e d  in  the s t u d y  p l a n  is  inc ludc t i  as AtL:lclllncll~l: 

13. Once thc l o a n  i s  approved, l o a n  s u p e r v i s i o n  i n c l u d c s  at: l c a s t  2 [arm 



v i s i t s  p e r  y e a r  by RCH s t a f f  and a number o f  v i s i t s  by t h e  p a r t i c i p a t i n g  

bank ag ronomis t  to approvc  l o a n  r! isbursements .  A 35 p e r c e n t  samp1.e 

survey i s  made each year t o  e v a l u a t e  the progress o f  the p r o j e c t  and 

the borrowers.  For personnel  the B C t i  has 4 r e g i o n a l  d i r e c t o r s  and 

10 agronomists i n  the f i e l d  o f f  ices.  I n  a d d i t i o n ,  a  6-person 

C A T l E  team i s  con t rac ted  t o  p r o v i d e  t e c h n i c a l  adv ice  t o  c a t t l e  bor rowers .  

The p a r t i c i p a t i n g  banks have a t o t a l  o f  32 agronomists ass igned t o  the 

p r o j e c t  ( f o r  1 i ves tock  and crop loans) .  

Borrowers a r e  now charged 14 percent  i n t e r e s t  and o f  t h i s  4 percent  

i s  a l l o c a t e d  t o  p a r t i c i p a t i n g  banks t o  cover  a d m i n i s t r a t i v e ,  s u p e r v i s o r y  

and o t h e r  costs .  A 5 pe rcen t  charge i s  contemplated t o  cover  such 

cos ts  in  f u t u r e  loans b u t  has n o t  y e t  been implemented. The BCH ge ts  

3 pe rcen t  i n t e r e s t  t o  h e l p  cover  i t s  o p e r a t i o n a l  costs  a s s o c i a t e d  

w i t h  the p r o j e c t .  

Expansion o f  t h i s  p rog ran~  t o  o t h e r  a r e a s  o r  t o  s m a l l e r  fa rms may b e  

c o n s t r a i n e d  by t h e  h igh  f a rm- leve l  d a t a  r e q u i r e m e n t s  and e l a b o r a t e  p r o j e c t  

a n a l y s e s  t h a t  a r e  i nvo lved  i n  the c u r r e n t  sys tem.  The a d o p t i o n  of  a d d i t i o n a l  

c h a r g e s  o r  Fees shou ld  be  c o n s i d e r e d  t o  cove r  l e n d i n g  c o s t s  a n d / o r  a  

s i m p l i f i c a t i o r l  o f  t h e  r e q u i r e d  l e n d i n g  p rocedure  might  be  c a l l e d  f o r  I f  an  

expans ion  of  t h e  program t o  s m a l l e r  Farmers were  con templa t ed .  



Many o f  t he  p r i v a t e  banks and BANADESA a l s o  p a r t i c i p a t e  i n  t he  BCH 

d iscount  l i n e  f o r  tobacco loans. The Banco A t l a n t i d a  program i s  

espec ia l  l y  i n t e r e s t i n g  because o f  i t s  t i e  w i  t h  p r i v a t e  tobacco compan ies  

f o r  techn ica l  ass is tance  and market ing.  The tobacco loans a r e  mos t l y  t o  

farmers w i t h  less than 14 has. o f  tobacco. The p o t e n t i a l  bor rover  works 

w i t h  a techn ic ian  From the tobacco company who i d e n t i f i e s  h i s  c r e d i t  

needs. A loan a p p l i c a t i o n  i s  prepared j o i n t l y  and sen t  t o  Banco 

A t  l a n t  ida.  When approved, the  loan c o n t r a c t  s p e c i f i e s  t h a t  the tobacco 

corcpany has a u t h o r i t y  t o  handle the f a rme r ' s  sa les  r ece ip t s  t o  cancel  

the  A t l a n t i d a  loan. Any excess income f rom the  fa rmer ' s  tobacco sa les  

through t he  company i s  re tu rned  t o  the  farmer w i t h  t h e  cancel l e d  

loan con t rac t .  A l l  supe rv i s i on  and t e c h n i c a l  ass is tance  comes from 

the  tobacco compqny. The loan document a l s o  norma l l y  inc ludes  an 

agreement t o  market the tobacco through t h e  company a t  an agreed t o  

p r i c e .  One i n t e r e s t i n g  aspect o f  t h i s  system i s  t h a t  t h e  San Pedro 

Sula o f f i c e  o f  A t  l a n t i d a  might  have loans w i t h  farmers s l l  over  the  

count ry  i f  the tobacco company works i n  those areas. In  those cases, 

the A t  l a n t i d a  o f f  i c e  nearest  t o  t he  farmer i s  i n s t r u c t e d  t o  make loan 

disbursements t o  t h e  farmer. A system is in operation for 

a f r i c a n  palm loans and arrangements a r e  i n  process t o  f i nance  s m e  
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PROYECTO DE CREGITO AGROPECUARIO 
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SOLlClTUD D E  CREDIT0 P A R A  AGRICULTURA 

... - . - .. 

Espacio para el 

.... ....................................... ursal: : BANCO CEMTRAL BE PBQNDURAS 

........................................ ................ Nfimero: ..... 

....................................................*............................. . . . . . . . . . . .  eto del Soticitante R.. N. 
........... ........... ........... .................. ntidad N9 Folio Tomo Apartado Postal -.---...-...------ Tel6fono 

.Monto (Lps. 1 

.............................................................. 
. . .  ---.- -.. 

.................................................................... : Construcciones e Instalaciones - .. 
. .. ---.--- .- --- ---A. 

................................................................................ ---- --- ----. . 
................................... Costo Total --- 

................. Aparte del Solicitante --.-- -- -- -- 
...................... Pristamo Solicitsdo ---- 

.............. L. ............................................... -- -.--------- .-------- ---- ---- - >..- . . 

tia que se Ofrece at Banco: 

la Propiedad en Donde se Har6n las lnversiones 

-- - -- - ...------- -- . - .- - - - . - .. - - -.-- 

Q I C U I O  del Soliciiante Valor (Lps.) 70 

................................................ -----.--. ------.- --- 
: 2.-Gnnado .............................................................................. - - - - . -. - - . 

.................................................................. --- --- -- . . . . -  -.--.-. 

p 5.-Otros ...-............................................................................... - -..-- --. - .  --.- . . 
Valor Total (Lps.) - - . . - - - - . -  - ...... -- ....... - .. - ---. 

' .-i--- --- .... .=-PL-E.Ip--e.--.. - --- -- --'.--.- --- .... ---.. .. .-..- . . . . .  - 

...... -..-. . . . . .  ----- -. . --- - --.-- .. ------. - .. -..- . . .  - .-. - 
Lugrrr y Fcchn Flrma del Sol lc l lmlc  ...... . . .  .. . . . .  . . . .  ..... I .--I f i . ; -  - .-- - . .  . . ---. - - -_ ~~~~~~~~~~~~_- .__. A i - . _ . C I - - * Z S ~ - ~ . = : - Y  --- -,. . 

Espacio para  el Banco Participante 

TrBmite de 13 hlicitud ............................ 1. ........................................................................................ 
................................................................................................................................. 

.).%--..--- "?-W-o.pcp ..........-........ .-- ..... ---- -- ..... .- -- .. i - i---Z--i&&.--- --^-.-_. .----. .. 
.. / 
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PROYECTO DE CREDIT0 AGROPECUARIO 
Cr. 1005 - HO - Pr. 1833 - HO 

ESTUDlO DE PROYECTO GANADERO 

-"...*---- 
!' 
! Eanco: ................... ... .................................. 
:I 
I ' Sucursal o Agencia:,: ........................................... 

....... ................ ....... Estudio iniciado el de de 198 

Estudio concluido. el ....... de ................ de 198 ........ 
2 -  ?-L--~ -- 

Nombre del 
Domicilio y 

. . . . . . . . . . .  Estudio Correspondiente a la Solicitud K9 
Recibido el ....... de .......................... de 198 . .  

--. .;--7- - -i--- -A1.- --A'%. - 2 . r . .  -. .- \*-A- l- 7 ---. - - -  

I .  INFORMACION GENERAL 
....................................................................................... Solicitante R.T. N. ...................... . . 

. . . . .  Direcc~on .................................................................. ..................................... 
i 

LUCAR ~ ~ U N I C I P I O  DEP.\RTi SIESTO ! 

....... , * . . . .  Apartado Postal, .-.., .............. TelBfono ...................... Tarjeta de Identidad N9..  Folio Tonlo . . . . . .  

Extendida en ................................. Estado Civil .................................. Nacionalidscl 

lacienda en la que se haran las Inversiones 

Nombre ......................................................................................... 

. . . . . . . . . . . . . . .  ............. Ubicaci6n ................................................................ .:.--.----. . . .  
LUGAR . - LIUNICIPIO D E P A R T A ~ ~ E S T O  

Distancia a1 centro de la poblaci6n m6s cercano y vias de ccrnunicaci6n: 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .................................................................................................. 

Extens& de la Hacienda Seglin Titulos ..................................... mz. ........... . . . .  . Ha, 
I * Tipo de lenencia -----.-------------.---..-----------..--.-- .- .................................... . . . . . .  

II. DESCRlPClON DE LA HACIENDA 

1 -Breve Reseiia Agroldgica 

a) Topografia ................................................. . . .  ...- .... 

2 - Resumen de Inventarios 

Ver defalle de In.:enfarios en Anexo No. 1 

1.-Tierras . . .  . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  

2.-Ganado ................................. -. . . . . . . . . . . . . . . . . . . . . . . . . . . .  

3.-hlaquinaria y Equipo . . . . . . . . . . . .  -.-. . . . . . . . . . . . . . . . . .  

4.-Construcciones e Instnlt. . .nes . . . . . . . . . . . . . . .  . . . . . . . . .  

. .__ VALOR TOTAL (Lps . ) . . . .  .................. ................................... 
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1. -Descripcidn del Proyecto. 

Resumen del Provecto: Tipo de Explotscidn, Plan de Desarrollo, Metas que se logrargn, 
Financicmiento que se propone y condiciones que debergn cumplirse. 

TBcnico Ganodero 
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PLAN DE INVERSIONES 

;2-Inversiones Propuestas (En Lempiras) 

3-SUMINISTROS -DE 
AGUA __._.____.______--- -  .---- ..--- 

-. Total del Proyecto L. 

Aporte del Hacendado L. 

Prkstamo Solicitado L. 

Reembolso por Bonco Central L. 

Desernbolso por Banctr Participante L, ; 
b g 

& iZ .. ! 
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VALOR UNID. - 
.----- 
-----. 

- ---- 

.----- 

-.---- 

----a- 

m - - - - -  

.- - - - -  

-----a 

.- ---. 

--- - - .  
- - - - - .  
.- ---. 
- - -  -- 

---.-- 

- ---- .  
- 

:- - .  - 

-- . 

- 
;ION EN ANEXO No. 2 PAGINA B 

VALOR 



. . . . . . . . . .  ......... . .  . . .  . I . ..........I... .......... 
d) Pr<rlamos Capital Trabjo . . . . . . . .  - . . . . . . . . .  I . . . . . . . . . . . . . . . .  .. " ............... $ ............ 
C) 0 1 1 0 5  pr i . s~a~n~s  I I 
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ANEXO No. 1 (Continuaci6n) 

- INVENTARIOS 

TOPOGRAFIA 

- I CLASE OE PASTO VI. Par Ha. Lps. VALOR TOTAL IPS. 

........................ 

....................... 

........................ 

........................ 

........................ 

....................... 

,----------.--- ..--..-- 
. . . . .  - .. 

b) Silios que re pastorean y lierras incullar 
-. 

I 
" 

I 
SlTlOS ........................................................................................................................................... ...........-....... 
GUAMILES ............................................................................................................................................................... 
OTROS ............................................................................................................................................................... 

.................................................................................................................................... .....................-.. 
TOTAL . . . . . . . . . . . . . . . . . . . .  

c) Cultivos Anuales y Permanentus - . . .  . . .- . 

........................................................................................................................................ 

.................................................................................................................................... 
............ ............................................................................................................ 

i, I TOTAL I I 1 .  I 
, SUPERFlClE TOTAL EN HA .............. VALOR TOTAL IPS. 

II - GANAOO 

C A T E G O R I A  

Toros ........................ .:. ............................. 
Vacas .................................. ... ....................... 
Terneras/os .................................................... 

........................................... Vaquillas 8-24 meses 

Vaquillar 24-36 meser ............................... 
................ ...................... Novillor 8-24 rneses ... 

...................................... Novillos 24-36 rnoses 

.......................... Novillos mhs de 36 rneses 

Bueyor .................................................... 
TOTALES . . . . . . . . . . . . . . . . . . . . . . . . . .  

........ TOTAL U. A . . . . .  . . .. ,.. 

FlERRO OE LA HACIENDA (Oibujo) 

R A Z A  - 
........................ 
............................ 
............................ 
........................... 
........................... 

............................ 

........................... 

........................... 

........................ 

--- 

No. 

................. 

................. 

................. 

................. 

................. 

................. 
.............. 
............... 
............... 

......... 

VI. Unil Ips.  - 
................ 
................ 
................ 
................. 
................ 
................ 
. . . . . . . . . . .  

................. 
. . . . . . . . . . . .  

................. 

- 
Valor Tola1 ips .  -- 

................... 
..................... 
..................... 
..................... 
................. 
...................... 
..................... 
.................... 
..................... 
..................... 

5uL). r'uo SO:O 
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A N E X O  No. 1 

IV-Construcciones e Instalaciones 

I No. / ESTADO 

Estsblos I ------------------------------------------- 
i 

Geleras 1 
_ _ _ _ _ - - _ - _ _ _ _ _ - - - - - - - - - - - - - - - - - - * - - - - - - -  - - - - - - - - - - - - - - - - - -  

Casas para Trebajadores i ------------------------------- .  I __ - - -__  - --. -- - - - -  * - - - -  - ------ 

Otres Construcciones -- 1 
I VALOR TOTAL (LPS.) 

VALOR 

COMEIJTAKIO GENERAL SOBRE LA HACIENDA 
Breve andisis de  las condiciones en que encuentre la explotacibn. 
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A N E X O  N o .  2 

DETALLE DE COSTOS DE INVERSION 

Debe de~nllarse lo m k  posible, .los costos de inversih, haciendo rcferencin a1 tipo dc vc~etacibn existente en el 
cnso dc formaci6n de potreros nucvos, tipo dc postcs para ccrcns, materiales usados en las construcciones, espccifi- 
cwiones de la maquinaria y cquipu, rnza y edud de 10s reproductores a adquirir. 



EVOLUCION --- DEL HAT0 E INDICES DE REPRODUCCION .- 



ANEXO No. 5 

z g 
4 0 CAPACIDAD DE PASTOREO 

- . . -  . -- - - -- -- . . - ~ ..-- -- . .~  . - - ~ - . . ~  ~- - -.. . - -  I ---,, 
E O N C l C T O  

: T e n  a +  a .  . .  . -- 

_ _ _ _  _-._ --- . - -- --- 
C a p c l d a d _ , & ~ ~ ~ l i ~ l U . .  AIHFI -. 

.---.-- 
O t ~ ~ ~ i ~ i ~ ~ t  ( B p a c i d ~ d  k c  U. k )  

C a m  Animal en la Hacienda (U,A,.l -- --- .- - 
, . 

.- - -  

Y .a ..- 
Cambios en el U S ~  de la Tierra y CihSo de la Capocidad de Pastoreo 
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ItiSTITUTO HONDUREAO DE C.4FE ( IHCAFE) - 
IHCAFE i s  t h e  main i n s t i t u t i o n  i n  Honduras p r o v i d i n g  ex tens ion  and 

t e c h n i c a l  a s s i s t a n c e  t o  c o f f e e  producers.  I t  operates through n i n e  

r e g i o n a l  o f f i c e s  and 57 l o c a l  o f f i c e s  s c a t t e r e d  in the c o f f e e  reg ions ,  

It p r e s e n t l y  p rov ides  no  d i r e c t  c r e d i t  t o  producers  b u t  has served as 

loan guarantor  f o r  many BANADESA and p r i v a t e  bankco f feebor rowers .  In  

1981 t h e r e  were 80 ex tens ion  agents i n  t h e  f i e l d  and 89dare expected 

by n e x t  year. A breakdown o f  a c t i v i t i e s  and agents by r e g i o n a l  o f f i c e  i s  

shown i n  Table  10. F inanc ing  f o r  IHCAFE comes from a 5 Lempira charge 

f o r  each 100 pounds o f  c o f f e e  marketed. . 

The ex tens ion  agents had con tac t  ~ i t h  o v e r  12,000 c o f f e e  producers 

i n  1980 w i t h  an average o f  about 4.6 has. o f  c o f f e e  each. Of thsse,  the 

agents he lped  p repare  2,782 loan  a p p l i c a t i o n s  f o r  an average loan 

s i z e  o f  9,116 lempi ras.  T h i s  means each agent  helped p repare  about 

35 loan requests d u r i n g  theyea.r ,  on t h e  average. I t s '  e s t i m a t e d  

i l lCA1:~ now reaches about: onc - fou r th  ( I T  t h c  co  f i e c  farmers i n  Hondur;is. 

C r e d i t  comes f r o m  BANADRSA b u t  p r i v a t e  banks  S o g e r i n  and Banco A t l a n t i d a  

a l s o  e x t e n d  c o f f e e  c r e d i t  t h rough  a  discount:  window i n  t h e  C e n t r a l  Bank 

( a l s o  a v a i l a b l e  t o  BANADESA). Seven ty  p e r c e n t  of:  t h e  c o f f e e  l oa l l  c a n  

bcs t l  i sc:ol~n tcd throc~t;li tl1:11 s'/:il ~ W I .  

To o b t a i n  a c o f f e e  loan w i t h  IHCI\FEts h e l p ,  the farmer normal l y  

con tac ts  an INHCAFE ex tens ion  agent f i r s t .  The agent then v i s i t s  h i s  fann 

and he lps  him f i l l  o u t  a one page loan spp l  i c a t i o n  form. T h i s  i s  



accompanied by t h e  agents r e p o r t .  (see A t  tachmen t s  C and D) . The 

agents r e p o r t  i nc ludes  a v e r y  b r i e f  investment p lan,  comments on t h e  

Farmer's land, resources,  and exper ience,  c o l  l a t e r a l  ava i  l a b l e ,  and 

a s h o r t  statement on income, h i c h  w i  1 1 be used t o  repa,y the loan. 

The farmer then takes these documents t o  one o f  t h e  banks t o  f i n a l i z e  

the  loan (additional forms n o  doubt a r e  r e q u i r e d  by t h e  bank). T h i s  

IHCAFE guarantDr system apparen t l y  was e f f e c t i v e  f o r  a w h i l e  b u t  as 

del  inquency on cc j f fee loans has increased, banks have been more 

and more re1 uctan t t o  accept  IHCAFE's gyaran tee  ( f o r  prev ious years ,  

I HCAFE was covered by i t s  own 1 oan account i n  BANADESA) . A c r e d  i t 

u n i t  i n  IHCAFE i s  respons ib le  f o r  c o l  l e c t  i n g  past  due BANADESA loans 

f o r  which i t  was guaran to r .  I t s '  been s t a t e d  t h a t  v e r y  l i t t l e  co f fee  

c r e d i t  i s  a v a i l a b l e  t h i s  year  (1981). 

IHCAFE a l s o  has a srriall f e r t i l i z e r  loan program a l though i t s '  

s i g n i f i c a n c e  i s  n o t  known. For c o f f e e  farmers  unable t o  g e t  c r e d i t  

elsewhere, they can o b t a i n  f e r t i  1 i z e r  a t  16 percen t  i n t e r e s t ,  payable 

i n  one year. For t h e  San Pedro o f f  i c e  o f  IHCAFE, 103 such loans f o r  

150,623 lempiras were made i n  1980. For  t h e  p e r i o d  January-August 

1981, another  73 loans f o r  146,248 lempi ras  have been made. I t  i s  n o t  

known i f  t h i s  p r a c t i c e  i s  f o l l o w e d  by a l l  IHCAFE o f f i c e s  i n  the  coun t ry  

o r  not .  



Other Coffee c r e d i t  Sources 

Banco Hondurefio de Cafe ( BANHcAFE) was formed i n  May 7, 1 980 w i t h  

a t  1east.60 percent o f  i t s  author ized c a p i t a l  t o  be issued on l y  t o  

co f fee  producers o r  associat  ions. In 1980 about 7 m i  1 1  ion lempi ras 

were generated f o r  BANHCAFE through a charge o f  10 lempiras per 100 

Ibs. o f  co f fee  marketed. In 1981 the  charge i s  7 lempiras per bag bu t  

another 6-7 m i l l  ion lempiras o f  bank c a p i t a l  i s  pro jected.  

BANHCAFE has j u s t  begun lending but  data on number 

l oca t i on  were no t  obtained. The word i n  the f i e l d  

i s  r e q u i r i n g  s o l i d  c o l l a t e r a l  f o r  any loans extended. 

o f  loans, amounts, 

i s  t h a t  BANHCAFE 

FEHCOCAL ( ~ e d e r a c i 6 n  Hondurefia de Cooperat i vas Cafetaleras, Ltda.) 

i s  a  federat ion o f  26 loca l  co f fee  cooperat ives w i t h  some 7,000 members 

and 23 percent o f  co f fee  exports.  The cen t ra l  cooperat ive obta ins 

c r e d i t  a t  19 percent i n t e r e s t  from BANADESA, charges 20 percent t o  the 

member cooperatives which i n  tu rn  charge the farmers 22 percent.  From 

8-10 mi 1 1  ion lempiras o f  a r rears  have accumulated in  the l oca l  cooperat ives 

i n  recent years and FEHCOCAL i s  f i n d i n g  i t  more d i f f i c u l t  t o  ob ta in  

c r e d i t .  I n  f a c t ,  no product ion c r e d i t  has been received s ince  1978 

when a 2.5 m i l l i o n  lempira loan became due bu t  was ref inanced f o r  7 

years. Also, IHCAFE assumed a $10 m i l l i c n  o b l i g a t i o n  o f  FEHCOCAL 

dur ing  t h a t  time. Loans have been received s ince  tha t  time bu t  on l y  

f o r  co f fee  harvest  and market ing as shown below and i n  Table 11: 
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1980 $ 500 thousand f o r  harvest costs a t  loca l  coops. 

$ 1 m i l l  ion f o r  market ing - FEHCOCAL 

1381 $750 thousand f o r  harvest  costs (Table 11) 

$ 1.5 m i l l  ion f o r  maiketing-FEHCOCAL 

A t o t a l  o f  $2.25 m i l  1 ion has been requested f o r  t he  nex t  season b u t  

has n o t  ye t  been approved. These end-of-season 1 oans s ince 1980 have been 

repaid on time. Recenffty , a $1 m i  I 1  ion loan has been obtained from 

Bancc Latinoamericano - Panama, w i t h  Banco Cont inenta l  as a guarantor.  

FEHCOCAL provides l i t  t l e  o r  no loan superv is ion o r  ter!in :cal  ass t stance 

t o  the  l oca l  cooperatives o r  ind iv iduda l  co f fee  producers. 



TABLE 10. Extension and Cred i t  Assistance by  IHCAFE, 1980 

# of # o f  # of # o f  Loan Value of Average Loan 
Extension Fa rrne r s  Fa rrne r s  Has. App l i ca t ions  Loan Va 1 ue 

Regional O f f i c e  Agents Attended per  Agent Attended Handled A ~ ~ I  i c a t i o n s  Handled 
(L. 000) ( L . )  

San ta  Barbara 15 2,477 165 8,880 3 73 5,136 13,769 
Sant Rosa 12 1,890 157. 4,299 183 1,074 5,869 
Yoro 10 720 72 6,044 1 69 5 1 0  3,018 
El Paraiso 9 1,177 130 5,039 1 33 2,656 15,352 
Coma y agua 1 1  1,122 102 6,683 56 i 3,030 5,401 
Marca la 6 700 117 4,742 304 3,087 10,155 
Carnparnen t o  7 2,036 290 9,393 333 1,253 3,763 
San Pedro Sul J 6 1,395 2 32 8,354 434 5,418 12,484 
Cho 1 u teca 5 1,277 255 - 5,585 252 3,198 12,690 

TOTAL 80 12,794 160 59,019 2,782 25,362 3,116 
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INSTIVUTO H O M D U R E N O  D E L  C A F E  
HONDURAS, C. A. 

SOLICITUD DE CREDIT0 
AGROPECUARIO 

No. 

Attachment C 

1) Nombre completo del Solicitante ----- ... --- 
2) Oomicilio --- --.. -.-- --- ...-. -- - --. -- 

L u p w  Vunlolplo Daparlamanlo 

3),  Edad . y actividad principal: ---..--- 

4) Estado Civil: y Nacionalidud:- 

5) Tarjeta de ldeitiichd N o . : ,  F o l i o ,  T o m o ,  Extendida en 

6) Como deben dirigfrseles las cartas: ------- . 

7) Nombre de la  esposa o compafiera:- - - -.--- 
8) Suma solicitada: 

9) Plazo: . -- -- -- 
10) Destino: .- 

- -- - -- -- 
------- -- - 

- .- - - -  . - ---. -.---- .-- . - - -- - -- - -------..- - 

11 12) Personas aue puedan dar informes acerca del solicitante: 11 . . 
Nornbre -----.-- -- ------ .---. - -.---- - 

- - --- .--- -------..--.- ----- -. . -.- ------. .-- - 

- - - - -  ----.. .- -..- -.------ 

- .-- - -. - --*- I1 
Flrma del  Sol lc l lanta 

- _ .  ,-I-- ? ?,--- -- ------L------T---Y - :.--:=- -.=i-= -- - - - -  i I1 -----&-iT.:-=&-=i----==i --=i---=i-=i- - r Y - r n m .  

:-- .--. ------ -A-- .- - - -IT ---7 - .-_-____- 7-- 1m.x -- -- --:.7--- - -- . 
~OBSERVACIONES: 

1) Si  el Solicitante es o ha sido cliente del Banco, indicar en el numeral 13 dnicamente la oficina que le /I otorgd el cr4dito. 

ii 2) Si la garontia consiste en bienes rakes, urbanos o rurales, acornpdiiense 10s documentos correspondientes. \ - 
3) Los solicitantes que lleven contabilidad, deberan presenter una copia certificada de su Jltimo balance 

econ6mica adjunta. 
I y de su cuadro de ganancias y perdidas. En caso contrario, deberd llcnarse la hoja de situacion I 

- . --==- -- - ---. -, .- . .-- --.- -- * t i - ~ Y - - t . . ? ~ % ? r r . _ _ - & . ; r  -- ---- - - ---"--------=----. ---- -- li -- A-ZN.. 
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HOJA DE SlTUAClON ECONOMICA DEL S O L I C I T A N T F .  

ACTIVO: 
. --- . . - -- -- 

Dinero en efectivo o Bancos - 
Cuentas por cobrar --..----. 

Productos almacenados -.- --- 
Productos por recoger 

lnventario mercadertas 

Ganado vacuno: Cabezas- 

Herramientas e implernentos agrfcolas 

Maquinaria agricola - 
Vehlculos - - 

mzs. tierra propia titulada y registrada 

Situada en la zona de---- 

- . .- . -mzs. tierra ejidal concesionada 

1 3 
,, ,, sin tltulos mejoras 

Propiedodes urbanas, nirmero y clase -- 
I 

Otros, especificar- - 

-I 
I1 

PASIVO: 
. - --.- ..=-- -.- ------ - - ---- ---PA- 

Deudo Fzcho Deudo 
Acreedores Inter& Vencirniento 

Original L Origen. Actual ---I 
f 
0 - -  - - -  . -. . - - - -- - - -em -. - -- - 

I I1 
: - 

I 
TOTAL . . . . . . . . .  

I 
II 

I .............. CAPITAL I ---- 1 
, Causas por las que se contrajeron las deudas pendientes; garantia que las respalda y forma de amortizaci6n: 

--. --.--- ---. .- 

El que firrna, ga;antiza la veracidad de la informacion suministrada, con el propdsito de clue el Banco 
pueda fiar en ella al extender credit0 a l  Solicitante. 



solicitud !lo. - 
IIWNIE ACRDPRl.1ICO tmukrre &l solicitaate 

--- - 
-ensio* ='=='- --- ---- - - 

En a~mp1i!nifmt0 de la ordon recibida he practicado ura inspeccidn personal 
en l a  uni&d d e  p d u c c i b n  del sollcitante, sobre l a  cual infomo l o  siquien- 
te: 

1.- PLaN DE I l .NERSION PARA DESAR.ROLL7i.R EL PROYECTO 

2.- OPIMON SO'= LA l X P E R I E ? r I A  'I HAXLTDAD ADMIXSTRATVA DEL SOLICITAtITE 
EN WIS XTLVIDADES A QUE SE DESTI:LlRA!T LOS FOXDOS SOI3CI'=i90S. 



Attachment D c o n t .  

V r n R  
. D E S C R I P C I O N  CRmITICIO 

-. 
-- .- - -- - 

'CDTRL 8 .  - 1 

Iwluir wtalle p r  scp?rttck. 

6.- IERESOS NE'iQS CON QUE PODRIA C3tE'AR EL SOLICITAHTE PMA EL PpM: 

TOTAL 

&- G U M S  
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T a b l e  11 

IqHCOCAL DISTRIBUTION OF TI-111 1.5 EISLTJON LOAN 17RC>M DANADESA 

-. 
CONTRATO MOHTO OTORCADO 

- 

. - do. COOPEAATIVAS F E C H A  AL212.  -. 
- 

; lo .  1/81  
. . *  . Sao L u l s  L i rn l tada  16-9-SO I 80.933.93 

#lo.  2/51  Aradcna L l n i  t a d a  1 6 - 9 - 8 0  - '  70.0,0.01= 

30.  3/.1 Lago rtc Yojo.3 L i l a l t a d a  1 6 - 9 - 6 9  ' 75.; ,:1.33 - 

i 4 0 .  ; , /El a Proarcsef ia  L i m l  tada 1 6 - g - ~ a  40.001~.f)O 
- 

Ha. S / b l  Los V a l l c s  L I m i t s d ~  1 7 - 9 - 3 9  60 .090 .00  
-- 

No. 5 / 8 1  .' Concepcldn d e l  N o r t e  L l m l t a d a  2 2 - 9 - 5 0  63.000.00 

ilo. 7 /21  . Regtona l  Sante  t l a r l a r a  L l m l t a d a  17 -7 -20  " 100.001).00 

t40. 8 /81  Sen H l c o l a s  L l m l t a d a  

:lo. 3/61 San A n t o n l o  L l n i l t a d a  

No. 10 /81  S a n t a  Ana L l m l t a d a  17-9-&O * .  . l D O . O O ~ . O O  
_I; ~ 0 . 1 1 / 8 1  

#o. w a i  
No. 13/81 
do. 14/81 

I Tomala L l n l t a d a  

. Paralsana L l m l  t a d a  

, Lapacra  L l n l t a d a  

E l  E s f u e r z o  L l n l t a d a  

C o l o p r c o o L l n l t a d a  

Yoro L l m l  t a d a  

. Unl6n  C a f e t a l e r a  Liml  t a d a  

C a n d a l a r l a  L l m l t a d o  

, Olancho L l  m i  t a d a  
1. 

#0.20/81 
. , 

S a n t a  H e r l a  L l s ~ l t a d a  22-9-eo ' .  ' 40.000 .00  
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CorporaciSn ~ond'urei ia del  Banano (COHBANA) 

COHBANA, an autonomous government agency was formed i n  

September 1975 by Decree No. 270. I t s '  f unc t i ons  i nc l ude  s e t t i n g  

p r i c e  po l  i c y  on bananas; h e l p i n g  w i t h  expo r t  promot ion and o rgan i za t i on ;  

i d ves t i ng  i n  banana product ion;  implementing banana research and t echn i ca l  

assistance; and o b t a i n i n g  and extending c r e d i t  t o  banana producers.  

By December 1980, COHBANA had l e n t  a t o t a l  o f  $21,624,566 f o r  banana 

p roduc t ion  w i t h  $16,660,593 s t i  l l  ou t s tand ing  (most was de l  i nquen t ) .  A 

breakdown o f  loans by date and en t i ' t y  i s  shown in  Table  12. COHBANA i s  

assoc ia ted w i t h  about 13 percent  o f  t o t a l  expor ts ,  

The major r e c i p i e n t  o f  COHBANA h e l p  i s  t h e  Ernpresa Asoc ia t  i v a  

Campes i na  de I s l e t a ,  l oca ted  i n  the  Department of Colon. T h i s  group 

has about 1,300 members and 5,000 acres i n  p roduc t ion .  R e s p o n s i b i l i t y  

For techn ica l  and f i n a n c i a l  ass is tance  f o r  l s l e t a s  passed from INA t o  

COHBANA i n  1976. Labor and f i n a n c i a l  problems have e x i s t e d  s 

time. A t  p resent ,  l s l e t a s  i s  under m i l  i t a r y  and s t a t e  superv 

Product ion f o r  expo r t  i n  1980 was o n l y  8.7 percent  of t h a t  o f  

i nce  t h a t  

i sion. 

1979, 

which r e f l e c t s  t he  g rea t  tunmoi l  e x i s t i n g  now, 

The second l a rges t  borrower o f  COHBANA i s  Compafi i a  Bananera Hondureiia 

(COHBASA) , a p r i v a t e  f i r m  w i t h  76 percent  o f  i t s  shares be ing owned by 

COHBANA. The f i n  has about 1,200 acres under p roduc t ion  and rece ives 

d i r e c t  techn i ca 1 and management suppor t  f rom COHBANA. Close t o  $2,500,000 



-52-  

o f  c r e d i t  has been extended t o  COHBASA f o r t h e  p e r i o d  1976-1980 and 

most o f  i t  i s  s t i l l  outs tanding.  

The Cooperat i va Ag ropecuar i a La- Tres , Ltda. ( F i  nca Tres)  i s  the  

o ther  reform group supported by COHBANA. By t h e  end o f  1980 i t  had 

rece ived $1,861,229 i n  c r e d i t ,  a l l  o f  which i s  s t i l l  ou ts tand ing .  Th is  

coopera t i ve  i s  composed o f  113 f am i l  i e s  and operates 627 acres o f  

bananas. The r e s t  o f  the loan p o r t f o l i o  o f  COHBANA goes t o  i n d i v i d u a l  

producers (ma i n  l y  extended i n  1976) and t o  a few sma 1 1  market ing 

cooperat ives.  

Credi t superv is  ion and techn i ca l/manager i a l  ass i stance o f  COHBANA 

i s  almost e n t i r e l y  w i t h  t h e  two re form groups and COHBASA. Th is  ass is tance  

i s  f inanced through a 5.5% charge on each ca r t on  o f  bananas (40 Ibs.)  

produced by these th ree  borrowers ( t h i s  amounts t o  about - 3 3  Lempiras - 
.1$ - o r  .16 U.S. per box).  A proposal  f o r  a .10 U.S. charge pe r  box on 

g x  

-'$ 
L 
2. - a l l  banana expor ts  i s  be ing  a c t i v e l y  discussed w i t h i n  the  government 
Q 

u', 
C. and, i f  approved, would rep lace  the p resen t  charges. 

COHBANA has had about 18 techn ic ians  work ing d l  r e c t l y  w i t h  I s l e t a s ;  

53. 9 a re  product  ion/harvest  ing  techn ic ians ,  2 a r e  accountants/admin i s t r a t o r s  
--Is +. . 6 are  agronomic adv iso rs ,  and 1 i s  t h e  team coard ina to r .  Cooperat ive 
4? 



6 and 5 a g r i  cu l t u r a  l techn i c ians  ( t gcn  i cos) . COHBANA enip loyees s  t a  t i  oncd 

w i t h  COHBASA i nc lude  2 i r r i g a t i o n  engineers ,  1 agronomist ,  1 s o i l s  

techn ic ian ,  1 banana d isease t echn i c i an ,  5 a g r i c u l t u r a l  techn ic ians ,  

and 1 accountant.  A d d i t i o n a l  s t a f f  work i n  t h e  experiment s t a t i o n  a t  

COHBANA has had f i n a n c i a l  d i f f i c u l t i e s  i n  recen t  years wi t h  t h e  

> 
tr- l s l e t a  and o t h e r  problems. As seen i n  Tab le  13, r e s u l t s  f rwn  a s tudy 

by an o u t s i d e  a u d i t o r  i n  1980 shows t h a t  c r e d i t  tu rnover  and f i n a n c i a l  

solvency o f  t he  c o r p o r a t i m  has been d e c l i n i n g  s t e a d i  l y  over  t he  past  

f o u r  years. Some i n  government have proposed t h a t  COHBANA be d isso lved  2; , 

bu t ,  i f  t h e  proposed expo r t  charge i s  passed by goverment, t h i s  should  

! $, g i v e  new l i f e  t o  the  agency. I f  n o t  approved, COHBANA w i l l  have g rea t  

I 
d i f f c u l t y  i n  repay ing a $ 2 0  m i l l  i on  loan (17% i n t e r e s t )  coming due t o  

li. 

6. a consor t ium c f  f o r e i g n  banks i n  .1982. 



SELECTED DATA ON LOAS A C T I V I T Y  FOR COHBAIqA . 
TABLE 12 A S  O F  DECEZIBER 1980 

. . 

. RECEIVING IKSTZTUTIOX 
DATE 

E .A .  c.i: I 19-1-77 
19-MI-78 
19-XII-78 
14-V-79 

ZDA Lorln 
18-VIII-80 
18-VIII-80 
4-XI-80 . 

t . 6-XI-80 - 
Sub-Total . L . 
COBAHSA 

. . 24-X779 
XII-80 . 

Sub-Total 
. . 

-Finca La Tres 
I 

Fondo ~ l d e i c o m i s o  ( 6 f l " k ~ ~ ~ )  
- Banco de Occidente . 4-IX-80 

Ei jardo H , Pellnan I-v-77 

Marla Luisa Vda. de Castlllo I-V-77 - 

Coop. Agua Blanca Sur 4-XI-77 
Financiera Hondure Aa 
Agrop. Comercial I-',?-79 

- 2 2 - 1 ~ - 7 6  - Cagssa  

LOAN RECOVERY 
TO DATE 

BALANCE 
TO DATE 

4.390.262.44 - - 4.390.262.44  
2 ,657 .811 .50  1 .774.181.46  883,630.04  
1 , 2 9 1 . 0 6 3 * 1 2 ~  337.671.32 953.391.80  . 
2 ,000 .000 .00  - . - 2 ,  O C O .  000 .00  

7 '  2 ,511 .543 .02  . - - 2 ,511 .543 .02  

2 .215.677.12  - . - 2,215.677.12  

7OO.OOO. 0 0  - . - 700.000.00  . 

2.711.462.82  - . - 2.711..402.82 

1 8 . 4 7 7 . 8 2 0 . 0 2 .  6 .502.115.22  11 .975.704.80  . 



Receiving Institution 
Date Loan Amount Loan Recovery to Date Balance to Date 

Bananeros Independientes 
- C o q ~ .  Guanchfas Ltda. . 

LuLs Bclir6n Benitcz 
Jos? Canaca L6pez 
Tom6s Lara Dub6n 
Juana L.V. de Alvarado 
Tiburc!~ Crd6iie z 
> J I J .  Anta. R.  Gonzalez 
Andres A .  ~ e r n a n d e z  
Damasio M. Romero 

' Alberto M, Castro 
Petrcnilo de Dlos Perez 
GermSn Garcfa 
Jorge A ,  Vega Alfaro . 
Sub-Total 

4,650.00 . 

- 7.550.00 
. 5,800.00 

2.100.00 
2.000.06 
1.500.00 
5. GOO. 00 
7.250.00 

900.00 
1.000.00 

1 nvcrslones Corporativas . \ 

2~000 .000 .00  . - - - 2,G00.000.00 Proyecto Santa In& (Finca Experimental) 
2,000.000.00 . - -  , 2.000.000.00 

Sub-Total . 
Otros 
I HC.4FE 
Eanco Occidente 

a 
a -  Ba nco Occidente 

Sub-Total 

Sobrce: COHIIANA, San Pedro.  
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T a b l e  13.  COIIUANA. INDEX OF CREDIT TURNOVER -.- 

I 
. . - 

-. 
I 

Balance Avernee 
Y e a r  - Loans  To Date Balance 4 

. . 
1976 2.874.718.00 -4.962.960.83 2.48 1.484.42 f - 

1977 7.578.965. 1 1  7.530.046.79 6.280.507.R 1 
a ,1978 3.940.874.G2 8.7 15.929.38 0. 156.388.09 

1979 13.22 1. 171.79 19.261.427.01 13.968.G75. 19 
1980 13.625.403.62 26.221.509.3 1 22.74 1 . 4 G O .  1G 

/ 

- 

' 1976 =: '2.874.7 18.00 = 1. 16 times .360 = 3 10 days 
- 2.481.484.42 l.lG - a 

. . 
1977 7.578.965. 1 1  = 1.2 1 times 360 = 298 days 

6.200.507.8 1 1.2 1 . I 

7 1978 =' 3.918.871.62 = 0 . 4 8 t i m e s  360 = 750 days 
8. 156.988.09 0.48 .I 

I '  

ir 1979 = 13.221.'171.79'= 0.95 t imes  360 = 379 days 
I> 

13.968. (78. 19 0.95 - 

8 
- 

1980 = 13.625.403.62 = 0.60 t imes  360 = 60U days 
22.741.468.46 0.. GO . - . . 

. . 
F I N A N C I A L  INDICATORS -- 

. . I 
I 

* .  Ail  o ARo ARo ARo Aii o - 8 

1976 1977 1978 x i 9  19 8 0  
- 

. .. 
1.03 4.97 Solvency Index 0.7 15.S4 3. 16 

. 9  

-!I 
Debt 
'Index 91 FX, 89 % 93 % 99 % 105 % - ,  

-i 1 
l t  

C r e d i t  Turnuvcr 
Index 1.16 1.21 0.48 0.95 0.60 1 

I 

Average Time . . 
of Recovery 3 10 29 8 750 3 79 600 1 
Return on 

1 

I I I \ ~ C ~ S  L t l l ~ i l t  (1 'X) 1 % (5  %) (3 %) (0  %) - 

i 
f 

Source: COHBANA, San Pedro .  

. . 
I - 

7 

I . . 
$< 
- h-.-L- 



FACACH ( ~ e d e r a c i 6 n  de Asociaciones Cooperat ivas de Ahorro. y C rEdi  t o  
de Honduras 

FACACH i s  a cooperat ive savings and loan f ede ra t i on  w i t h  95 member 

cooperat ives.  Boye r has ;dent i f i e d  -64 o f  these as r u r a l  cooperat ives.  

As o f  t h e  end o f  1980, over  35 percen t  o f  the FACACH loan p o r t f o l  i o  

( loans ou ts tand ing)  o r  $1,607,337 was f o r  a g r i c u l t u r e .  Dur ing 1980, a 

t o t a l  o f  $1,223,728 was approved a d  withdrawn by member. cooperat ives.  

O f  t h i s ,  36 percent  o r  $438,876 went t o  c o f f e e  and 18.3% o r  $248,396 

went t o  o t h e r  crops, p r i n ~ a r i  l y  co rn  and beans. The rough ly  two - t h i  rds 

o f  t h e  a g r i c u l t u r a l  c r e d i t  go ing  t o  c o f f e e  was t o  he lp ,  some o f  t he  

c o f f e e  cooperat ives recover  f rom losses i n  recen t  years. 

C r e d i t  and o the r  supe rv i s i on  i s  p rov ided  by FACACH i n  f o u r  main 

programs: 1 )  t he  I n t e g r a l  Adv isory  Program, 2) S p e c i f i c  Advisory 

Serv ices,  3)  Cred i t  P roduc t ion  Program, and 4) the  I n teg ra ted  

A g r i c u l t u r a l  Development Program. 

The l ntegra ted  Adv isory  Program covers a p e r i o d  o f  approx imate ly  

3'months i n  each coopera t i ve  where FACACH adv iso rs  and coopera t i ve  

leaders prepare d i  agnost i c s tud ies  , program a c t i o n  p lans ,  and t r a i n  ing ; 

sessions i n  account i ny  and f inanc ia  l managemen t. T h i s  program has reached 

44 o f  the  membe r s  c a p e r s t i v e s .  The S p e c i f i c  Adv isory  Serv ices a r e  

prov i ded the remai r. i n  .* :.cope ra  t i ves upon ca 1 1 when they have prob 1 ems. 

The FACACH c e n t r a l  o f f ' c e  ha; s i x  s p e c i a l i s t s  t h a t  implement t h i s  

a d m i n i s t r a t i v e  and management ass is tance,  
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1. -9 The remaining two programs focus on t echn i ca l  asst;tance t o  4 

- 

..? 

-i 
k, 

- 

agr  i c u l  t u r a  1 producers. The C r e d i t  Product ion Program reached 16 
$ ' 
z&"- 

- 

members .coopera t i ves and 889 o f  the i r farmer members i n  1980 . 
b 
C 

f T h i s  program i n c l u d e s  c r e d i t  accompanied by t e c h n i c a l  
4,. 
& 

{: ass is tance  f o r  p repa r i ng  investment p lans ,  f e a s i b i  1 i t y  s t ud ies ,  demonstra- 
Z&, 

d:. 1. 
-1 t i o n  p l o t s ,  and p roduc t ion  recommendations. S i x  m idd le  l e v e l  agronomists -8: 
E 

A% (graduates o f  Zamorano o r  ~a tacamas)  work w i t h  cooperat ives i n  

Dan l i ,  Comayagua, and Olancho. They t r y  t o  v i s i  t each coopera t i ve  once 

a week. A t o t a l  o f  $670,823 (L. 1,341,647) o f  c r e d i t  was des t i nkd  f o r  

=ef: --$, t h i s  program i n  1980. Th is  accounts f o r  about 68 percent  o f  a l l  loan 
-7 

y 
b- 

-+. disbursements made f o r  a g r i c u l t u r e  du r i ng  t h a t  year, de l inquency by 
& 

--a$ 

$; cooperat ives r e c e i v i n g  C r e d i t  Product ion ass is tance  v a r i e s  f rom 6 t o  50 
-9%; -- -- 

F' percent  o f  loans ou ts tand ing .  However, much o f  the  del inquency occur red  
5 

before. the  Credi  t Product ion  Program was i n  i t i a t e d  so one cannot conc lude 
iJ'. 

-.# - 

- - & ., the  program i s  i n  t r oub le .  Actua l  l y ,  FACACH i s  pleased enough t o  date 
- "> 

7 2 ,  
- 

t h a t  i t  expects t o  expand t h i s  t ype  o f  ass is tance .  About two t h i r d s  $# - 
-. --$ o f  the c r e d i t  i n  the  p roduc t ion  program went f o r  c o f f e e  loans, Given 6 - 

the h i g h  a r rears  f o r  co f f ee  loans i n  recent  years by o t h e r  lenders ,  

o b t a i n i n g  h i g h  repayment f rom these loans w i  1 1  be a r ea l  t e s t  f o r  

FACACH's c r e d i t  superv is  ion and p roduc t i on  ass is tance  programs. 

The f o u r t h  program o f  supe rv i s i on  and ass is tance  by FACACH i s  the  

In tegra ted  A g r i c u l t u r a l  Development program, a j o i n t  p r o j k c t  w i  th the Ge rma n 

government begun i n  1976, The a c t i v i t i e s  began i n  Catacamas i n  1978 and 

i n  Yoro i n  1980. T h i s  p r o j e c t  inc ludes cons t ruc t  ion o f  g r a i n  s torage 



and dry  i n  g f a c i l ' i t i e s ,  spec ia l  c r e d i t  f o r  g r a i n  and co t t on  producers,  
..' , 
d." 

-4 -=? techn ica l  ass is tance  f o r  the two crops,  i npu t  supp l i es ,  a g r i c u l t u r a l  
4 
&! 
-3, ' rnechanizat ion~,  and s torage and marke t ing  of g r a i n .  C r e d i t  f o r  $72,337 
2$ 
- & was extended f o r  52 corn loans and 9 c o t t o n  loans (54 farmers t o t a l )  
Bg 

@i, cover ing  311 has. o f  land. Average loan s i z e  per  Farmer was $1,340. 
-<$ 

+: Loan repayment was 97.2 percent  a t  t h e  end o f  the  crop season. Two 
r-:" -3.; 
7 FACACH agronomists a r e  assigned t o  each o f  t h e  i n t e g r a t e d  p r o j e c t s .  

--*I 

-9 
~i I t  was i nd i ca ted  no p roduc t ion  t echn i ca l  h e l p  has been rece ived  from 
-&J 

4: 
q RR. NN. o r  f rom IHCAFE f o r  these a g r i c u l t u r a l  p r o j e c t s .  

3 
-0, 

2 
d~ 

FACACH e s t  irnates t h a t  a member coopera t i ve  would need more than 

$150,000 i n  loans t o  i t s  members and charge an addi  t iona 1 3-4 percen t  
v 

I $1 

$ 
-M 

i n t e r e s t  t o  cover the cost  o f  one agronomist t o  work w i t h  t h e  cooperat ive.  

A t  present,  FACACH charges 2-2.5 percent  on each loan to member cooperat ives 

t o  cover a l l  o f  i t s  a d m i n i s t r a t i v e  and supe rv i so r y  cos t s .  T o t a l  i n t e r e s t  

charge i s  16 percent,  T h i s  suggests t h e  cooperat ives r e c e i v i n g  t h e  more 

spec ia l  ized a g r i c u l t u r a l  ass is tance  a re  n o t  complete ly  cove r i ng  the  

costs  o f  such serv ices .  



COHAAT (cooperaci6n Hondur.eiio Alemana A1 imen tos por Trabajo) 

Th is  German supported food f o r  work program has been experimenting 

some w i t h  p rov id ing  c r e d i t  and techn ica l  assistance t o  groups rece iv ing  

food i n  the Departments o f  ~~~~~~~~~~and Val l e .  Th is  p a r t  o f  the i  r 

program began i n  1979 and works o n l y  i n  t he  reform sec tor .  The food 

f o r  work program present ly  i s  he lp ing  48 asentamientos and, o f  these, 

17 groups are rece i v ing  techn ica l  assistance and c r e d i t .  Each group 

averages about 15 members. The t o t a l  amount l e n t  t o  date i s  $115,000 

( t o t a l  fund i s  $125,000) I n te res t  t o  farmer i s  9 percent.  O f  t h i s ,  

BAKADESA receives 2% as f i duc ia ry .  E ight  groups were g iven  f i nanc ing  

f o r  small i r r i g a t i o n  systems the  f i r s t  year bu t  many found no r e l i a b l e  

water sources and del i nquency .was h igh  '(34% now). COHAAT now i s  moving 

away from 

oxen. 

i r r i g a t i o n  and i n  t o  f inanc ing  bas i c  g ra ins  and draught 

- 

To ob ta in  c r e d i t ,  a group i s  evaluated f i r s t  by COHAAT t o  determine 
- 

i t s  p o t e n t i a l .  I f  considered appropr ia te fo r  c r e d i t ,  a loan app l i ca t i on  
- 

form is  completed which gives general in format ion about the group and i t s  
- 

land,  experience, e tc .  Then COHAAT uses an innovat ive p o i n t  system 

f o r e v a l u a t i n g a n d  rank ingapp l i can ts .  A b r i e f  investment plan i s  

prepared and a l l  o f  the documents are sent t o  the  main o f f  i c e  i n  

Tegucigalpa, A committee of  INA, RR. NN., COHAAT, BANADESA, and M i n i s t r y  
- 

o f  Hacienda representat ives reviews the  appl i ca t ions  and makes f i n a l  
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approval. This p;ocess, o f  course, o f t e n  leads t o  considerable delay. 

An "lnforme de Control" i s  prepared t o  j u s t i f y  each loan disbursement. 

One Honduran agronomist i s  i n  charge o f  the  c r e d i t  and superv is ion 

a c t i v i t i e s .  The groups are v i s i t e d  about twice per  month f o r  1-2 

hours each v i s i  t. COHAAT   as not  had immediate success. Problems 

were immediately encountered w i t h  t he  i r r i g a t i o n  loans. Also, many 

farmers do no t  r e a d i l y  accept t he  c o l l e c t i v e  system so i t  i s  d i f f i c u l t  

t o  ge t  them t o  work on the f i e l d s  run j o i n t l y .  Fur ther ,  they expect 

100% f inanc ing  bu t  COHAAT has a p o l i c y  o f  p rov id ing  c r e d i t  o n l y  f o r  

non-labor expenditures, which i s  d i f f e r e n t  when compared w i t h  most 

o the r  c r e d i t  t ha t  i s  most ly f o r  labor (perhaps a reason f o r  h igh 

del inquency). 



A Summary and ~ s i e s s m e n t  

Even w i t h  a  l i m i t e d  rev iew o f  t h e  c r e d i t  programs i n  Honduras, 

it i s  obvious t h a t  very  li t t l c  superv is ion  accompanies a g r i c u l t u r a l  , 

loans, e s p e c i a l l y  t o  smal l  farmers. ' As a  minimum, a l l  loan a p p l i c a t i o n s  

r equ i r e  an investment p lan ,  even i f  i t  i s  n few l i n e s  l i s t i n g  t h e  a c t i v i t i e s  

t o  be f inanced.  The World Bank p r o j e c t  i n  the Cent ra l  Bank, the 

Guayape P r o j e c t  f i nanced  by  BID, and t he  now d isso lved  PROTECPA f a n  

p lanning team produced very  & t a i l e d  investment o r  whole farm p lans 

which requ i r ed  cons iderab le  data from the  borrower o r  such data had 

t o  be est imated.  I t  appears t h a t  few o f  these more e l a b o r a t e  p lans 

are implemented a f t e r  loan approval .  Thus, one must ask i f  i t  i s  

r e a l l y  wor th  t h e  e f f o r t .  D id  the p l a n  produce more r e l i a b l e  data 

f o r  borrower s e l e c t i o n ?  D id  i t  lead  t o  improved c r e d i t  use o r  re- - 

payment? Did i t  improve schedul ing o f  se rv ices  and p r o v i s i o n  of 

i npu ts?  Un fo r t una te l y ,  the re  i s  l i t t l e  evidence t h a t  concent ra t i 'ng 

1 imi  t e d  resources i n t o  p repar ing  p lans 'has had any ros  i t  i v e  impact 

on these quest ions.  Th is  i s  no t  t o  say tha t some  investment p lann ing  

is  n o t  needed o r  t h a t  some of t h o s e  superv i sed  c r e d i t  e f f o r t s  have no t  succeeded. 

However, what i s  t o  be  gained by p r e p a r i n g  s e p a r a t e  

investment p lans f o r  30 l o c a l  cooperat ives as a  bas i s  f o r  a  r es i ona l  - 

coopera t i ve  l o a n  using c x a c t l y  t h e  same c c s t s  and y i e l d  assumptions 

f o r  each (as i s  ncw. done by  the  EROl 's )?  One cou ld  argue t h a t  these 

resources would be b e t t e r  used i n  a s s i s t i n g  groups w i t h  c r e d i t  t o  

produce r e s u l t s  r a t h e r  than p lan  f o r  them. F i n a n c i a l ,  a c c ~ u n t i n g  and 

management s k i l l s  a r e  seriously l a c k i n g  i n  the re f r rmed s e c t o r  and 

need to  be developed. Fu r t he r ,  l i t t l e  o r  no tech11 i c a l  ass is tance  

i s  a v a i l a b l e  on a  con t i nu i ng  bas is .  Thus, these a r e  areas i n  g r e a t e r  

need o f  gove rnmcn t i npu t than p  l ann i ng . 



Along t h i s  same l i n e ,  a  recent A . I . D .  P ro jec t  Paper f o r  a  co f fee  

loan proposes t h a t  each borrower be requi red t o  prepare a whole farm 

plan as a ' p re requ i s i t e  f o r  the loan. I n  1 i gh t  o f  the previous discussion, 

t h i s  requirement needs t o  be re-examined. I f  i t  were implemented, who 

would do the whole farm planning? The farmer? How many co f fee  extension 

agents would be needed j u s t  t o  prepare farm p lans? 

The major problem fac ing  the a g r i c u l t u r a l  sector  i s  t h a t  most 

technicians assume an inappropr ia te  r o l e  f o r  c r e d i t *  It is ~enerallv 

assumed t h a t  lack o f  opera t ing  c a p i t a l  i s  a  pr imary cons t ra in t  t o  

a g r i c u l t u r a l  development. The more c r e d i t ,  the more l i k e l y  development. 

The h igh  delinquency f i gu res  f o r  a g r i c u l t u r a l  loans f o r  many segments 

o f  the r u r a l  

Other essent 

organ i z a t  ion 

popu la t ion  suggests t h a t  may not be a v a l i d  assumption. 

i a l  ingredients l i k e  p r o f i t a b l e  technology, markets, 

, and minimum human cap i ta l  and s k i  11s may be needed before 

o r  a t  l eas t  along w i t h  c r e d i t .  
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i -& I .  INTRODUCTION 

-$i Concept of Reformed Sector 

m!: 
1, 

-- The reformed sector consists of that complex of farm and household 
3, 

k 
I' activities undertaken by the beneliciaries of land reform on lands that have 

been redistributed under the Honduran land reform process. The beneficiaries 

of the redistributed land have largely been the rural landless or those with 

-a* extremely small landholdings. When land is redistributed the beneficiaries are 
F i  

i' 
k. mostly formed into collective organizations called assentamientos but some have 

-f'. 
been organized as empresas associativas (associative agricultural enterprises). 1 

f 

.For purposes of this report both types of organizations will be called by their 

Q 
m & generic name "reform groups. I' 

n 

The Size of The Reformed Sector 

At the end of 1980 there were 1 , 3 6 9  reform groups. In comparison to 

the total rural sector, we estimate that these groups occupy about 8 percent 

of the farm land and consist of about 9 percent of the total rural families. 

y , In contrast, the most recent (1974) agricultural census showed that at 

that time that 44 percent of the rural families were classified us "landless" and 

that 43 percent were farming units from one to thirty-five hectares in size. 

b 
$. There is still considerable inequality of land distribution. In 1974 only 3 percent 

of' the landholde~*s hniled 57 percent of thc land. 2 



The llProblernl' of the Reformed Sector 

' Honduran land reform is  a relatively recent process with more than 

percent of the redistribution taking place since 1972 and virtually all of the 

redistribution occurring since 1962. It is  important to realize that most of the 

lands redistributed hrlve come from the public sector, national and ejidal lands, 3 

and that a relatively small proportion has come from private property. These 

two factors combine to create a problematic setting for the reformed sector in 

u number of ways. 

First, the newness and the rapidly expanding land reform program .has 

'created problems for the Honduran government in establishing an effective 

institutional infrastructure to implement and administer the land redistribution 

process and to provide production-oriented services such as  credit, roads and 

irrigation as  well as  social services such as  education and health to the newly 

formed groups. The sheer nature of this organizational problem has been 

exacerbated not only by a shortage of human and financial resources but also 

by a number of governments that have been less than enthusiastic about land 

reform. 

In the face of this the government has been effectively pressured by the 

several strong campesino organizations who have been pushing for government 

action to solve the small-farmers1 problem starting with the redistribution of 

land. Much of the credit for the advances in land reform to date can be given 

to these organizations. 

In recent years, in their concern for distributional justice, considerable 

foreign assistance has been directed to the reformed sector. The U.S. Agency 

for International Development (AID), The Inter-American Development B'ank 

(BID) ,  and the World Bunk ( I B R D )  have been active in attempts to help 
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alleviate the  financial and human capital shortages and to strengthen govern- 

mental institutions that work with the  reform sector. 

Second, many of the reformed groups have been established on public 

lands that are  of low productive quality o r  a r e  in need of additional infra- 

structure such a s  irrigation to make them productive. Thus,  in their prcsent 

stutc, they ure only mallgin:llly economiccilly viublc. 'l'his situtltion, 1:ilten in 

combination with internal difficulties inherent in organizing a new reform group 

and providing them with t he  above-mentioned services has created serious 

problems for many of the groups. In many cases beneficiaries have decided 

to  leave the  group to  seek a better  lot elsewhere. Many of the  group$ have 

obtained credit from the  National Agricultural Development Bank (BANADESA) 

or  i t s  predecessor the National Development Bank (BNF) but, because of bad 

production conditions o r  improper planning (often done by government technicians) 

they have not repayed their loans, and,  unless they were to have their loan 

refinanced, are not eligible for more credit until the delinquent loan is  repayed. 

Third,  there i s  considerable pressure by  the landless to obtain l m d .  With 

a high rural population growth rate rind. rising expectations of the  rural  populace 

for a better life, these pressures are  sure  to  increase in the  future. To date 

most of the pressures have been satisfied by  redistributing public lands. Given 

the  relatively small amount of private land that has been redis t~ibuted to date 

and the large numbers of the rural landless there i s  certain to be more pressure 

to begin lo encroach on these lands. 

In summary, I-1ondur:ls currently f'nces,:ind wi l l  continue to encounter, 

two major se ts  of problems with respect to the reformed sector. First ,  they 

need to plan for accommodnting the incrensing pressures for additional land 

1*cl'orr11, :i I':icto~* th:it is SUIT to bc inf'lucnccd by reccnt cvcnis in Nicm3:igu:i 

and El Salvador. This will be a difficult task given the  likelihood of the need 

to begin lo redistribute private lands. 



Second, and to the point of this paper,  i s  the  need to imp~~ove the 

services available to the reform groups. Such services include better selection 

of lands, improved marketing, better access to productive inputs,  productive 

infrastructure, credit and the whole array of social services. 

Should the government not make sufficient progress on either of these 

@: 
I 

two sets  of' problems it can bc expected that therc will be considcr~ublc prcssurc, 

that might lead to political instsbility, arising from cumpesirzos m d  thc 

campesino oi*ganizations. 

Objectives of This Paper 

The principnl objectives of this paper are  to analyze the  current use of 

agricultural credit by the reform sector =and to make recommendations about the  

need for future credit.  In particular, emphasis will be placed on analysis of 

current credit delivery systems and recornmendatiuns for effecting morc efficiency 

in the proc -ss. 

Oraanization of Pauer 

In order to place the credit question in proper perspective i t  i s  necessary 

to see how it  fits within the total context of the complex reformed sector. To 

this end the paper begins with a brief overview of the history of the Honduran 

land reform movement. 

Second, there are  brief sections descrit', ,r the  roles of key institutional 

elements for reformed scctor agricultural credit.  These are:  the rcform groups; 

the campesino organizations; and government institutions. 

Third, an overview of credit to the rel'orrned sector is  prcsented. This 

includes credit iu ~efo rm groups and members of groups. 



Fourth, there is  nn analysis of credit delivery systems used by lenders 

the reformed sector,  including those of the  informal rnnrkct. 

Fifth, the relationship between credit and sources of income is analyzed. 

Sixth, a summary, concli~sions and recommendations for credit programs 

the reformed sector a r e  presented. 



1 1 .  HISTORICAL OVERVIEW OF HONDURAN LAND REFORM 

Introduction 

To understand the current state of Honduran land reform and the reformed 

sector it i s  important to place them in historical context. There are  three -. 

readily discernible periods in the history of the country's land reform. The -- 

f i rs t ,  from 1898 to 1961 i s  a long period cjf legislative acts to settle idle public - 

lands. However, it wasn't until 1951 that much action was taken. The second, 
- 

from 1961 through 1972, is  when Honduras, like many Latin American nations, 
- 

established a token lsnd reform program to comply with the requirements of the 
- 

Alliance for Progress. The third,  after December 1972, i s  a period of a rapid 

land rcdistribution for the first two years followed by a period of much lesser - 

land redistribution up  to the present time (1981). Of particular importance in 

these periods is the attitude of the different administrations with respect to - 

land reform, the role of campesino organizations in pressuring the government 
- 

ar.d the development of a legislative and institutional framework to administer 

and implement land reform. 

Period 1 :  1898-1961 

The Agrnrian Law of 1898, to settle and develop public 

first of a series of legislation to bring productive public land 

lands, was the -- 

into cultivation. 

Between 1924 and 1949 thcrc were thirty-four government decrees to set  aside 

spccific lands in family farm sized units. However, despite thesc marly laws it 

wasn't before 1051 until the  government undertook large projects to settle 

significant numbers of farm families. From 1951 through 1961 seven projects 

were established providing 33 .3  thousand hectares of land to 2.3 thousand farm 

families. The Ministry of Natural Resources (MRN) was responsible for 

administering these projects. 



Period I I  : September - 1962 - December 1972 

The United States required that a Latin American country must have begun 

a land reform program in order to be eligible for foreign aid under the 1961 

Alliance for Progress. To comply with these conditions, in March of that year 

the  Honduran government of President Villeda Morales established the National 

Agrarian Reform Institute ( I N A )  to develop land reform legislation and eventually 

to oversee the process, once i t  began. In September of 1962 the first Honduran 

Land Reform Law was passed. It contained provisions for redistributing public 

lands and idle private lands. In October of 1963 Villeda Morales was overthrown - 
in a military coup headed by Col. L6pez Arellano, a conservative who had little 

interest in promoting lr lid reform. INA became virtually inactive. 

By 1965 a relatively new campesino ornganization, the National Association 

of Honduran Campesinos (ANACH), disgusted with the inactivity of the land 

reform program began to bring pressure on the ~ 6 p e z  government. An extensive 

propaganda campaign and the  threat of a massive ANACH-organized hunger march 

on Tegucigalpa finally caused the government to give in and agree to revitalize 

INA and continue land reform. 

By mid-1967 this was accomplished but it wasn't until 1969 that land redis- 

tribution began to nccelcratc; as  shown in Table 1 between 1969 and 1972 a total 

of 154 groups were organized benefiting 8,176 farm families and redistributing 

30,457 hectares of land. Compared to the 1962-1968 period this was enor~nous 

prwg,rtecss. I n  lhosc six yctlrs only twcnty-th,rt*cc groups h:1d bccn I'ornlcd, 900 

families had becn benefited, and 5,504 hectares redistributed. 

Howcvcr, the pace was not fast enough in the eyes of the campesino 

organizations, especially after  the  conservative civilian gcvernment of H~mon 

Ernesto Cruz came to pDwer in the 1971 elections. Land invasions increased 



TABLE 1 

Reformed Sector: Number of Groups Formed, Number of Members and Land Adjudicated from 1962-1980 

- - 

Number Membership Hectares 
of Groups 

Year Formed 3 Initial 9 currenta  % Adjudicated % ~ u l t i v a b l e ~  

Total 1,369 

Source: 1962-1 979, INH, Depto. de  PlanificaciGn, Seccidn de Estadi'stica e Informacibn . 
1980, Plan o p e r a t i v ~  anual y presupuesto 1981, Tegucigalpa: I N A ,  p. 12. 

a Current membership represents the number of members a t  the end of 1979 except for 1980. In 1980, 
current membership was not available so initial membership was used. 

Cultivable area was defined by group members and not by an agronomic study 

The increase in current ms.nbership compared to initial membership in the 1962-1968 period came from one 
year, 1967. Initial membership in 1967 was 190, current membership was 373. In all other years current 
members a r e  less than initial members. 



and ANACH , stronger than before, threatened another 

on Tegucigalpa for December 6, 1972. It did not come 

massive hunger march 

to pass because on 

December 4 General LCjpez Arellano again came to power in n military coup 

that would embark on the largest land redistribution program in Honduran history. 

It i s  noteworthy that it was during the 1967 reorganization period that 

the land reform movement began to be highly biased toward the collective mode 

of farming. There are two principal reasons. First, lands which had been 

abandoned by the foreign banana companies were some of the major ones 

redistributed and the campesinos on those lands had been accustomed to 

collective-type operations. Second, it quickly was recognized by INA and the 

National Development Bank (BNF and BANADESAts predecessor) that there were 

considerable economies of scale in delivering services and credit in this mode. 

Period 1 I I : December 1972 - Present 

One of the first acts of the new military government was to issue Decree 

No. 8 ,  which provided for a temporary program of land reform until a new 

land reform law could be enacted. In January of 1975 the new Land Reform 

Law was issued as Decree No. 170. In the intervening period under becree 

No. 8, lnnd reform exploded. Some 623 groups were formed on 76,262 hectares 

of land that benefited 23,627 fa mi lie^.^ Much of this redistribution came about 

as a result of massive land invasions organized by the campesino organizations. 

A s  of 1980 about 45 percent of the groups and families benefited and one-third 

of the redistributed land are  attributable to the activity during this two-ycar 

pcriod. 

Only 18 percent of the land redistributed came fram private property 6 

and much of this was from the banana plantations abandoned by the foreign 

companies after the 1974 Hurricane Fifi destroyed many of the banana trees. 

The remainder of the redistributed lands came from public property. 



Decree No. 170 was much more complete and ccmplicated than the 1962 

Land Reform Law. It specified conditions for privately held lands that would 

make them ineligible for redistribution. Important were limits on farm size 

depending on land quality, geographical location and production potential. 

Wk.;'e appearing to set limits on privately held land the Decree actually benefited 

these landowners by including provisions for 

adjudicated cases. Moreover, the upper size 

announced in advance such that many owners 

time-consuming appeals in 

limits on landholdings were 

had time to make appropriate 

adjustments in their land titles. 

The new law also gave INA 

to membership on the president's 

a stronger position 

cabinet. However, 

by elevating its director 

at the same time a National 

Agrarian Council was formed to advise INA on implementing land reform in 

accordancc with national development plans. In effect this relegated INA to 

a subordinate role under *he Council. 

Moiec conservative forces were gaining influence in Honduras and in 1975 

1~6pez Arellnno was overthrown in a coup led by .Juan Alberto Melgar Castro. 

The combinntion of the new complicated law and more conservative leadership 

caused the pace of land reform to slow considerably, much to the dismay of 

the cumpesinn organizations. In October of 1975 in an unprecedented event, 

ANACH and two other competing organizations, The National Campesino Union 

(UNC) an6 :he Honduran Federation of Reformed Sector Cooperatives (FECORAH), 

joined lo form ihe Campesino Unity Front (FUNC) to protest the Melgar govern- 

ment's lack of concern for campe:sino needs and demands. A new director of 

I N A  was named but he was unsuccessful in meeting the campesinos' demends 

:md in 1977 the number of new reformed groups created fell by almost 72 

percent compared to the previous two years. 
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and ANACH, stronger than before, threatened another massive hunger march 

on Tegucigalpa for December 6, 1972. It did not come to pass because on 

December 4 General Ldpez Arellano agairl came to power in a military coup 

that would embark on the largest land redistribution program in Honduran history. 

It is noteworthy that it was during the 1967 reorganization period that 

the land reform movement began to be highly biased toward the collective mode 

4 of farming. There are two principal reasons. First, lands which h;3 been 

!@ 
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abandoned by the foreign banana companies were some of the major ones 

redistributed and the campesinos on those lands had been accustomed to 

collective- type operations. Second, it quickly was recognized by INA and the 

National Development Bank (BNF and BANADESAfs predecessor) that there were 

considerable economies of scale in delivering services and credit in this mode. 

4 
Period I l l  : December 1972 - Present 

One cf thc first acts of the new military government was to issue Decree 

z?g No. 8 ,  which provided for a temporary program of land reform until a new 

land reform law could be enacted. In January of 1975 the new Land Reform 

Law was issued as  Decree No. 170. In the intervening period under Decree 

, No. 8. land rzform exploded. Some 623 groups were for..ned on 76,262 hectares 
C 

-- .i - 
of land that benefited 23,627 families. Much of this redistribution came about 

as a result of massive land invasions organized by the cunrpesino organizations. 

A s  of 1980 about 45 percent of the groups and families benefited and one-third 

of the rcclistributed land arc attributable to the activity during this two-ycar 

period. 

Only 18  percent of the land redistributed came from private property 6 

and much of this was from the banana plantations abandoned by the foreign 

companies after the 1974 Hurricane Fifi destroyed many of the banana trees. 

The remainder of the redistributed lands came from public property. 



pr' Decree No. 170 was much more complete and complicated than the 1962 
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e. Land Reform Law. It  specified coriditions for privately held lands that  would 
I 

make them ineligible for redistribution. Important were limits on farm size 

I. 
H depending on land quality, geographical location and production potential. 
k 

While appearing to set  limits on privately held land the Decree actually benefited 

$- 
thcse landowners by including provisions for time-consuming appeals in 

adjudicated cases. Moreover, the upper size limits on landholdings were 

announced in advance such that many owners had time to  make appropriate 

adjustments in their land titles. 

The new law also gave INA a stronger position by elevating i ts  director 

to membership on the president's cabinet. However, at the  same time a National 

Agrarian Council was formed to advise INA on implementing land reform in 

accordance with national development plans. In effect this relegated INA to 

a subordinate role under the Council. 

More conservative forces were gaining influence in Honduras and in 1975 

L6pez Arcllano was overthrown in a coup led by J u a ~  Alberto Melgar Castro. 
d: 
LI. 

$, The combination of the new complicated law and more conservative leadership 
-& g ! 

d 
.: causcd the pace of land reform to  slow considerably, much to the dismay of 

-2; 
5% 
T the cumpesino organizations. In October of 1975 in an  unprecedented event,  8 
-I$ 

w\ ANACH and two other competing organizations, The National Campesino Union 
t 
; (UNC) and the Honduran Federation of Reformed Sector Cooperatives (FECORAH), 
f 
3,. .;: 

J 
joined to form the Campesino Unity Front (FUNC) to protest the  Melgar govern- 

R 
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i;' 
ment's lack of concern for campes i~o  needs and demands. A new director of 
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INA was named but  h e  was unsuccessful in meeting the campesinos' demands 
$ 

r m d  ill 1977 the number of new reformed groups created fell by  almost 72 

percent compared to the previous two years.  



and ANACH , stronger than before, threatened another massive hunger march 

on Tegucigalpa for December 6,  1972. It did not come to pass because on 

December 4 Generd L6pez Arellano again came to power in a military coup 

that would embark on the largest land redistribution program in Honduran history. 

It is  noteworthy that it was during the 1967 reorganization period that 

the land reform movement b e g w  to be highly biased toward the collective mode 

of farming. There are  two principd reasons. First, lands which had been 

abandoned by the foreign banana companies were some of the major ones 

i*edistrib~*.ted and the canlpesinos on those lands had been accustomed to 

collective-iype operations. Second, it quickly was recognized by INA and the 

Nutional Development Bank (BNF and BANADESAts predecessor) that there were 

considerable economies of scale in delivering services and credit in this mode. 

Period I I I : December 1972 - Present 

One of the first acts of the new militsry government was to issue Decree 

No. 8,  which provided for a temporary program of land reform until a new 

land reform law could be enacted. In January of 1975 the new Land Reform 

Law was issued as  Decree No. 170. In the intervening pericd under Decree 

No. 8, land reform exploded, Some 623 groups were formed on 76,262 hectares 

of land that benefited 23,627 fami1ies.l Much of this redistribution came about 

as  a result of massive land invasions organized by the campesino organizations. 

A s  of 1980 about 45 percent of the groups and families benefited and one-third 

of the redistributed land arc attributable to the activity during this two-year 

Only 18 percent of the land redistributed came from private p r o ~ e r t y  6 

and much of this was from tho banana plantations abandoned by the foreign 

companies after the 1974 Hurricane Fifi destroyed many of the banana trees. 

The remainder of the redistributed lands came from public property. 



Decree No. 170 was much more complete and complicated than the 1962 

Lnnd Reform Law. It specified conditions for privately held lands that would -- 
mnke them ineligible for redistribution. Important were limits on farm size 

i. depending on land qvality, geographical location and production potential. 
k 

i While appearing tc  set limits on privately held land the Decree actually benefited 
. ' 

these lnndowners by including provisions for time-consuming appeds in 
b 
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r- ' adjudicated cases. Moreover, the upper size limits on landholdings were 
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announced in advance such that many owners had time to make appropriate 

ndjustments in their land titles. 

t i  The new law also gave INA a stronger position by elevating its director 
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miY to mmbership on the president's cabinet. However, at the same time a National 
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4% Agrarian Council was formed to advise INA on implementing land reform in 

accordance with national development plans. In effect this relegated INA to 

a subordinate role under the Council. 

P More conservative forces were gaining influence in Honduras and in 1975 4:. 
1' Ldpez Arellano was overthrown in a coup led by Juan Alberto Melgnr Castro. 

The combination of the new complicated law and more conservative leadership 

caused the pace of land reform to slcw considerably, much to the dismay of 
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the campesino organizations. In October of 1975 in an unprecedented event, 
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r ANACH and two other competing organizations, The National Campesino Union 

(UNC) and the Honduran Federation of Reformed Sector Cooperatives (FECORAH), 

joined to form the Campesino Unity Front (FUNC) to protest the Melgar govern- 

. ., ment's lack of concern for campesino needs and demands. A new director of 
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In August of 1978 the Melgar government was replaced by General Policarpo 

Paz Garcia who has remained in power to date. Under his administration the 

land reform fell to annual levels similar to 1969-1972 period. The c a m p e s i n o  

organizations again voiced their protests. In November 1979 for the second 
H 

time, the competing organizations, joined together under the Honduran National 

C a m p e s i n o  Front (FUNACPMH) to place their demands before the government. 

A s  in 1975 they wcre successful in replacing the head of INA, but little else. 

In March 1980, FUNACPMH organized a massive land invasion on some 6,000 
.r 

hectares of unoccupied lands located in four departments which resulted in many 

new groups being formed in that year. 

Regional Distribution of Reform Groups 

A s  shown in Table 2 the land reform process has been concentrated in 

thrcc regions of the country. In January 1980, 46 percent of the groups wcre 

in the North and Atlantic Coast regions nnd accounted for 65 percent of the 

total redistributed land. This concentration is because it  was in these regions 

that lands were formerly under control of the foreign banana companies and 

where the c a m p e s i n o  organizations concentrated these land reform activities. 

The South, near Choluleca, is the third region region where land has been 

hcavily redistributed. 



TABLE 2 

Regional Distribution of Reform Groups 
(January 1980) 

Land 
Region Croups Ajudicated 

(Has) 
Cultivable 

(Has) 

Atlantic Coast 

North 

West 
6 Center 106 20,400 10,891 

T South 222'  26,557 18,313 
f- 

! 
East 108 19,982 12,835 

, 
i? 

Olancho 105 8.61 2 6,333 

i $  Total 1,297 21 0,083 159,781 

G 
8 .  Source : I N A ,  Depto. de Planificacitin, Secci6n de Estadfstica e Informaci6n. 

Summary 

It i s  clear that land r e f0 r rn . i~  a relatively new phenomenon in Honduras. 

3T 

-7, A s  a process it has ebbed and waned depending upon the administration in 
1- 

* power. The campesino organizations, especially ANACH , have played important 
~!i 

? roles in championing the campesinosf causes and pressuring for land reform. 

Since ovcr 98 pcrccnl of thc rcfbrm groups were cstablishcd since 1969 

this has been a period of efforts to not only to redistribute land and organize 
-< 4. the individual groups but also create an infrastructure to administer the  land 3 
1 

7 .  reform process snd provide the  complementary economic and social services 
p 

necessary for it to succeed. There has been considerable pressure on the 

f povcrnment to provide these services, a difficult task in light of their limited 
-t, 
- P" human and financial capital. This situation i s  still very real today, especially %: 
$ in vicw of the apparent need for continued land reform, as described in the 



Introductiori to this paper. The growing strength of the campesino organizations 

will be a factor in speeding this process along. The future problem is likely to 

be made more complex by the need to begin to redistribute domestically owned 

private lands, which to date have not been heavily impacted by the land reform 

process. 

The fact that many groups were settled on marginal lands has created many 

problems that have impacted both on the stability of the groups and their 

economic productivity. A symptom of the former, shown in Table 1, is that 

only 75 percent of the number of farm family units initially benefiting from 

land reform remain within the reformed sector. The others have left, presumably 

dissatisfied. Another symptom is  the large numbers of groups who were not 

able to repay loans to BANADESA and, as such, are ineligible to receive 

additional credit until the delinquent loans arc  repayed. This practically 

immobilizes their potential for growth and makes them victims of the vicious 

circlc of poverty for lack of access to investment capital. 

In short ,  much has been done. However, much has not been effective in 

creating a viable reformed sector capable of long-term growth. To be sure there 

are many very viable reform groups, but they are the exception rather than 

the rule. Therefore, current efforts need to be developed to correct wherever 

possible the deficiencies of the past, and, where that is impossible to bcttcr 

cope with the inherent problems. Moreover, it is necessary to develop an infra- 

structure and a set of policies that will avoid these problems for land distributed 

in thc future. 



I t ! .  K E Y  INSTITUTIONS I N  THE REFORMED SECTOR 

Reform Groups 

Formation and Structure 

A reform group is  formed and structured according to the land reform law. 

Many began with land invasions by landless rural dwellers. Others begin with 

a formalized system of petitions for land. The campesino organizations play nn 

important role in mobilizing cantpesinos to form a group both by means of 

invasion or petition. INA is responsible for formally assigning land to the 

group and its legal formation. 

The land reform legislation provides for the amount of land space that 

is assigned to a group. The land space per member i s  a function of land quality. 

The total space assigned to a group i s  therefore a function of the number of 

members in the group. 

A group will typically have between twelve (the legal minimum for 

assentamientos) and about thirty-five r n e m b e r ~ . ~  There are some groups that 

have less than the minimum members, resulting from attrition, and some that 

have upwards to 200 members. 

Most reform groups are  

as part of large projects that 

~lgricultural crops (scc l ' INAt1 

single units but  about one-third have been formed 

have been developed in areas of perennial 

section below for n morc detailed discussion). 

About 84 percent are affiliated with campesino organizations, (see the '!i:ampcsitlo 

Organiztltionl1 section below for a more detailed discussion). 

Administration 

Each group is administered by a set of officers elected by the general 

assembly consisting of all group members. The elected offices are president, 



6' vice president, secretary and treasurer. A vigilance committee is also elected to , 

review to actions of the elected officials in order to ensure their honesty and 

Compliance with the statutes of the group. In practice the officers are in close 

contact with the general membership. It is common that meetings of the general 

assembly are  held on a weekly basis at which time all important matters are 

thoroughly discussed. 

Land tenure. The group is the owner of the group's land. Upon formatioil, 

the group assumes the responsibility to pay to the IIoncluran government a fixed 

amount O i  money over a twenty-year period for their land, in order to own the 

land outright. 

Farming operations. The group decides the manner in which the land will be 

farmed. There are three typical modes. The first is the collective mode, where 

most of the land is farmed as a collective unit for the production and marketing 

of crop and lor livestock enterprises. Individual members are assigned small plots, 

usually adjacent to their land, for production of basic foods for their family including 

grains, fruits, vegetables, chickens and livestock. 

In the collective mode the general assembly decides what enterprises will 

be undertaken. Individual menmers are then assigned tasks in the production 

process. Records are kept of the number of days worked and each member is 

paid :I predctct1~nincc1 and uniform daily wage-out of thc group's working capital. 

A t  thc cnd of the fisc:~l year the net income from the collective cntcrpriscs is 

kept as retained earnings in the group, presumably to be used as capital for 

reserves as well as  future operations and investments, andlor distributed to 

thc membership. Of' the.  amount designated for distribution :I mcmt~er will rcccivc 

a proportion equivalent to the number of days worked by that member in rehition 

to the total number of days worked by the entire membership. Some groups give 

the member the option of placing his distribution as an interest-earning deposit 

with the group, but few do. 



A second mode of production is  the individual. In this mode each member 

works u preassigned plot of group land on an individual basis and makes his 
- 

own decision aboct farm enterprises and operates virtually a s  an independent 

farmer. In s o m  groups the assigned plots a r e  rotated annually among the 

members to even out differences in land quality over time. 

A third mode is  a mixed or  combination of the  first two. In this mode 

famers have more sizable individually farmed plots than under the collective 

mode but  aiso have collcctivcly opcrutcd enterprises 01, comnlon land such a s  

cash crops o r  livestock. Of the three modes this is  the most common. 8 

It i s  typical that groups affiliated with campesino organizations follow 

the collective or mixed mode. These organizations strongly favor and encourage 

the  joint or cooperative aspects of working together as  a group in the production 

process. Indeed, FECORAH will work only with groups that a re  highly committed 

to the  collective mode. 

Credit 
- - 

Many groups obtain operating or medium-term investment capital, say to 
- 

purchase livestock or  machinery, via credit.  The group itself only can obtain 

credit for collective projects, thus ,  those organized in the individual mode a re  . - 

cxcluded from obtaining credit. Under any mcde individual members of the - 

groups may obtain personal lams and many do. BANADESA,  however, will not 

nlakc a loan directly to a group member. 

The loan is made to the group with the members assuming joint liability 

for repayment. Collateral is typically in the form of chattel mortgages on the 

group's livestock and machinery. In the case of short-term credit ,  a lien on 
- - 

the expected crop i s  usually sufficient. In many cases INA serves a s  a guarantor 

in order to providc additional collateral when the group i s  lacking of sufficient 

mortgable property. 

- 



Campesino Organizations 

Reform Group A. - ifiliation 

The campesino organizations have played an important role in the develop- 

ment of the reformed sector. Each works hard to establish and then affiliate 

the various groups with their organization -51 order to st rengtnen their organiza- 

tion and thus better serve their membership. To this end they assist the group 

in its formation and offer it various services such as  coqerat ive and leadership 

training and assistance in obtaining credit. Very importantly they represent 

the interests of their membership with the government. They have often 

sponsored land invasions by the landless in order to hasten the land reform 

process. 

In 1979, 84 percent of the reform groups were affiliated with one of the 

three main carnpcsino organizations-Alu'ACH, FECORAM and U N C .  The other 

groups either belong to local cumpesino organizations or are  unaffiliated and 

are known as independents. 

TABLE 3 

Reform Group Affiliation with Carnpesino Organizations, 1979 

Reform Groups Membership 
Campesino Initial Current 
Organization No. o 3 No. % No. % 

A N A C H  566 43 .6  20,310 43.4 1 4, 630 43.6 

UNC 355 27 .4  11.577 2 8 . 4  7 ,523  22.4 

FECORAH 171 13 .2  7,176 15 .3  5,097 15.4 

Independents 
and others 205 1 5 . 8  7,695 1 6 . 5  6 ,332  18.8 

Total 1,297 100 .0  46,758 100 .0  33,582 100 .0  

Source: I N A ,  Depto. de Planificacit~n, Seccibn Estadrstica e Informaci6n. 
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- 

ANACII is thc largvst org:miz;itior: with almost 44 pcrccnt of tlic groups. - 

UNC and FECORAH follow with 27 and 13 percent respectively. A s  shown in - 

- Table 3 it i s  noteworthy that there has  been considerable attrition of membership 

- over time, nlmrrst a 40 percent decline. This suggests that a number of groups 

disaffiliated with organizations, perhaps due to dissatisfaction with the  services 
- 

promised by  the  organizations. 

The previous section discussed the  role of the campesino organizations 
- 

in the  historical process of land reform. The following subsections describe the  - 

i 

three major organizations and tile independents. A brief overview of the historical 

evolution of each organization is  presented followed by a description of their - 

- 
credit role. 

I Antecedents - 
h 
1. 

?.s 

, When the campesinos organized during the 1950s, before a land reform - 

law hnd been enacted, their principal purpose was to defend themselves against - 

6.- 
k: 

the encroachment of their lands by larger property owners who were trying to 
- 

i a ~ p a l l d  iitai~* resource base. After the 1962 Agrarian Reform Law their mission 
d 

changed to pressing for land reform. Their principal methods were land 
- 

invasions and petitions. , 

@ The first campesino organization grew out of the  labor union movement in 

k the banaria plantations. In 1954 a banana plantation workers labor union was 

formed after many workers lost their jobs following a str ike on the North Coast. 

By the late 1950s these workers had organized the Central Committee of Campesino 

P a  ,,,, Unification. In 1961 the National Honduran Federation of Campesinos (PENACH) - 

[J 
k w n s  fornied u s  the first campesino organization. However, it was dissolved by 

the military government that came to power in October of that year. 9 
-- 

- 

!. 1 
I I ,  
C r 
8 

- 

! - 

r: 
T 8 

$. 2 - 
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I 
-a:' ANACH 

& In September 1962 the Honduran National Association of Campesinos (ANACH) - 4  
was developed, with AFL-CIO support, from a banana workers union, the Workers 

Federation of Northern tIonduras (FESITRANII). Its objectivc was to support the 

d-. new land reform. Initially it operated only on the North Coast but by the end 

of the 1960s had become national in scope, organizing land invasions throughout 
X 
i 

$,J 
c the country.1° In this period ANACH was the most active campcsino group 
7- 9 

organizing land invasions and successfully pressuring the government on the 

campesino's behalf. The previously discussed hunger marches ore examples of 

the latter. There were full-time ANACI-I activists locstea in twcnty-eight 

designated zones throughout the nation. 

Regional coo>zratives. In 1967 ANACH became directly involvcd in credit 

when it established a Cooperative Plan, a system that functioned as a central 

cooperative to assist i ts  member groups in obtaining agricultural inputs and 

credit. It functioned until the middle 1970s when it became unwicldly due to 

the rapid expansion of reform groups under Decree No. 8. 

In 1977 plans were made to create n new system of regional cooperatives 

& to replace the central cooperative and provide services to the number groups. 

By 1981 there were fourteen regional cooperatives established of which seven 
8. 
@. 

I had received credit from BANADESA to disburse to their member groups. Each 

of these coopcrativcs has as  members a number of reform groups, ranging in 

number from 7 to 48. The regional cooperative is designed to provide a number 
y: 
1. of services to their member groups including obtaining credit, providing farm 

inputs, improving farm tuchnology , establishing agro-industries, sponsoring 

educational programs for leaders, nnd assisting member groups in matters of 

administration. However, in practice their efforts have been largely confined 

to assisting their members in administrative matters, leadership training, and 



in obtaining credit. There is considerable vrlriance among the cooperatives in - 

terms of the services provided. 

In the case of credit the proccdurc is simple. Thc member groups dccidc 

on their production needs. The rcgional cooperative consolidates these requests,  

evaluates the credit requirements and then goes to the  lender,  usually BANADESA, 
- 

to obtain credit for the  consolidated amount. The regional cooperative then -- 

disburses the  borrowed funds to i t s  member groups in accordance with the 

predetermined plans. The various groups who are members of the cooperative 

assume joint liability for repaying the  loan. 

Inter -institutional teams. In I980 the federal government established 

inter-institutional system to provide technical assistance to these regional 

cooperatives on a broad range of economic and social matters. At the national 

level this system is administered by  National Inter-institutional Teams (ENI) . 
At the local level the Regional Operative Team (EROI) implements *the program. 

A discussion of this system follows in the section on government institutions. 

UNC - 
The National Campesino Union (UNC) also got its s t a r t  from the organized 

labor movement. In 1964 the Christian Democratic Party formed a campesino 

union, the Honduran Asso.-iation of Social-Democratic Campesinos (ACPSCFI) in 

Cholutecu. In 1968 it went national and changed i ts  name to the  Honduran 

Nt1tim:ll I:cdcr:~tion of' Cumpcsino Workers ( 1:ISNTCII) . I~I~N'I'CII :ictivcl y ormgmizcd 

land invasions. In 1970 

Both FENTCH and 

ANACH and FECOKAH . 

FENTCH reorganized a s  UNC. 

UNC have had a more world-wide orientation then 

They have affiliated with regional and world labor 

organizations, a factor that perhaps explains their more extreme positions on 

labor matters compared to the other two organizations. 
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UNC has a national office and twelve regional offices throughout the 

country. I t  has  organized three regional cooperatives similar to those of ANACI-I , 

but they have not been developed as fully a s  those of ANACH. 

FECORAH 

The Honduran Federation of Reformed Sector Cooperatives (FECORAH) began 

in 1970 as  a federation of reformed groups. In contrast to UNC and ANACH 

i ts  initial interests were mostly oriented towards forming cooperatives for produc- 

tion and nct as  an activist movement. INA assisted in i ts  organization. Over time 

it has become more activist, but not as  much a s  its two competitors. 

Currently FECOliAH has a national office and rhree regional offices which 

provide services to i t s  member groups, which a re  basically educational and 

organizational in nature.  They do not obtain credit for their members but will 

assist members in loan applications. The member reform groups deal directly with 

the lender. 

l ndependents 

A small portion of the  reform groups,  approximately 16 percent, have eil 

never affiliated with one of the national campesino organizations, o r  have 

disaffiliated from an organization. There appears to bc :I variety of reasons why 

these groups, known a s  independents, have chosen to remain unnffiliated o r  

have drifted from their association with the  campesino organizations. The list 

of reasons includes problems with organizing grotlp members, lack of interest in 

the collective production mode, inability to pay union fees o r  dissatisfaction with 

the services provided by  the campesino organization. Whatever the  reason, 

however, the independents a r e  in general located on the poorest quality land and 

are the least accessible of all reform groups in the sector. 



The independents are found in all regions 

to those affiliated with canlpesino organizations, 

of the country and, in contrast 

in moot cases employ a completely 

individual farming mode rather than the collective or  mixed modes. 

Although the independents do not farm collectively they nevertheless have 

elected officials who act as their representatives when needed. Few of the 

independents have 

but some of these 

their pasture area 

INA - 
The National 

access to BANADESA credit since most farm individually, 

groups will  apply and obtain credit for livestock, using 

as a collective project. 

Government Institutions 

Agrarian Reform Institute (INA) was established 

develop thc first 1.Iondur:ln land rc form lcgislntion pnd to implcmcn t the 1:md 

reform program. In this capacity i t  has been the central government institution 
- 

involved in working with the reform sector. I N A ' s  role, however, has been -- 

modified especially as more government agencies have been created or have been 

given ncw changes to work with the reformed sector. For example, in 1975 

under Decree 170 INA was given cabinet status and simultaneously was placed 

under the umbrella of the National Agrarian Council. Also in 1980 the Inter- 

institutional Team system was established to work with the reformed groups. 

INA has been very subjccl to political forces. It is always caught between 

the government and its  constituents, the reform groups. The campesino orgoni- 

zations lobby INA regularly. In the past when protesting their dissatisfaction 

with the land reform movement and services provided to the reformed sector, 

they have caused several INA directors to lose their jobs. 



Organizational structure.  The current organizational structure of INA was 

established in 1980 and consists of four divisions : ( 1) Affection and Adjudication 

of Land, (2) Capacitation and Rural Development, ( 3 )  Planning and (4) 

Administration. The first i s  responsible for all matters dealing with location of 
i 

new groups and land titles. The second deals with the organization of the 

C 
;I beneficiaries and the provision of services to them, including credit.  The third 

is for long-range planning and the  fourth is for administering INA.  

Subsectors. INA has  divided the reform sector into two subsectors for 

purposes of administration and provision of services. The first is the concen- 

trated subsector that administers reform groups on the nine project areas,  located 

throughout the  country, that specialize in permanent and semi-permanent crops 

(such a s  african palm, cocoa, c i t rus ,  nuts ,  sugar cane and tobacco, livestock 

and cotton). In January 1980 there was a total of 403 reform groups in this 

subsector, which accounted for 31 percent of the total groups and 54 percent 

of the cultivable land (see Tablc 4). 

TABLE 4 
I N A  Concentrated Sector: Number of Projects Croups and Cultivable Area 

January 1980 

Reform Land 
Project Groups Adjudicated Cultivable Land 

(Has.) (Has.) 

Bajo Aguan 8 6 50,064 50,064 
La Masica 6 3 7,390 6,599 
Puerto Arturo 2 8 4,223 3,459 
Tabaco 19 2,214 1,580 
Guaymas 5 3 6,523 5,746 
San Manuel 3 1 5,705 5,379 
San Bernardo 85 1 1,970 8,909 
Ola-Mon jar5s 2 9 2,806 2,466 
Jamastrsn 9 1,943 1,598 - .- 

Total 40 3 92,838 85,800 

Source : INA Departamento de Planificaci6n, Secci6n de Estadrstica e Inforniaci6n. 
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The second is  the consolidated subsector which encompasses a11 other 

4 
$ groups. In January of 1980 there were 894 groups in this subsector, which 

i 3 -._ 
accounted for 69 percent of the  total groups and 46 percent of the cultiveble 

- 
land. 

TABLE 5 

INA Consolidated Subsector by R e g i ~ n  
January 1980 

- 

Reform Land 
Region Groups Adjudicated Cultivable Land 

(Has.) (Has.) 
- 

Atlantic Coast 36 3,264 2,912 

North 
- 

326 44,375 29,051 

West 

Central 

",4 South 
9 

East 99 18,039 11,237 
& Olancho 

Total 
- 

-b+ 
f . Source: INA Departamento de Planificaci6n, Secci6n de Estadrstica e Informaci6n. A 

Credit. The Rural Administration Program in the  Division of Capacitation 

and Rural Development is the unit responsible 'for INA's credit program. In this 

i? 
A? capecity they work with both reform groups and credit institutions in preparing 

9" 
-A! 

! 
&I loan applications and in recovering delinquent loans. I N A  representatives a r e  

-3 
'k 

members of the  inter-institutional teams that work with the regional cooperatives. 
71 -4 

-Y 
z8j 

They also project annual credit needs for the  reform sector a s  part  of the 
B 
f national planning exercise. 



Formerly INA made loans directly to the reformed sector, especially for 

machinery. This has been discontinued. INA has a loan guarantee program 

to provide collateral for loans to groups that have insufficient mortgable property. 

In 1980 INA guaranteed approved loans valued at 13 million lempiras. Of this 

amount 6 million lempiras were disbursed. There were 346 groups that received 

this guarantee which we estimate to cover about two-thirds of groups receiving 

BANADESA and commercial bank loans. Lending institutions participating in 

this program were BANADESA, commercial banks and the Central Bank (for some 

rediscount funds). Loans for virtually all types of livestock and crop enterprises 

were guaranteed. This program, although effective in meeting the collateral 

requirements for lenders to extend credit, is not successful in ensuring loan 

repayment because I N A  has virtually exhausted its reserves set aside for this 

purpose. 

BANADESA 

In 1950 the National Cevelopment Bank (BNF)  was founded and had two 

broad responsibilities, to serve as  both an agricultural bank and n development 

bank. In addition to providing agricultural and development-oriented credit it 

carried out regular commercial bank functions and was responsible for managing 

a number of special activities such as grain stabilization programs, procurement 

of farm supplies and consumer goods stores for low-income families. In 1980 

the Bank was reorganized and renamed the National Agricultural Development 

&rnk (BANADISSA). 

Since thc first lrind reform l n w  in 1962 thc Bnnk has nlwnys been assigned 

tho principal responsibility of providing public sector credit to the rcfornled 

scctor. Not only have domestic resources been used for this purposc but also 

tho ihnk has been tho repository for n number of credit programs firlanced by 

international donors of foreign aid. 



U R N R l W S A  if, tho principal suppliov of crodit to the raform~d nwto~, 

\Ye estimate thnt they provided noclrly 80 percent of the crsdfd: volume to that 

sector in 1980, 

A s  shown in Table 0 over the seriod 1677-1080, 23 percent sf BANADEBAia . 

law valunle ws dirootod to tho roforn~ ~cc tor .  Twonty-two of tho twanty-alght 

rogionnl offices mndo 1o11na to the ~loctor. I t  is notoworthy thut the c u r c n t  

amount of credit flow to the reformed sector, as measurod in curront k m p f r ~ s ,  

remained at nlmost the samc lev4 between 1978 and 1980. In real terms It has 

declined. The proportion of BANADESA1s portfolio directed to the reformed 

sector has also remained constant since 1978, Between 1977 and 1978 the 

loans to the reformed sector increased moro than threefold, basically due to 

large rises in lending for African Palm. 
t 

T A B L E  6 

BANADESA Loans to Reformed and Non-Reformed Sectors, 1977-1980 
(Thousands of Lempirasa) 

f 

Sector 1977 % 1978 8 1979 % 1980 % Total % 

Refor rned 10 ,589 .9  12 34,245.5  28 30 ,945 .3  23 32 ,425 .3  26 108,206.0 2 3  

Non-Reformed 80,480.1 82 87 ,369 .4  72 105,768.5  77 93 ,031 .9  74 366,649.9 77 

Total 100 136,713.8  100 125,457.2 100 474,855.9 100 

Source : BANADESA , Depto. de E studios Econ6rnicos. 

a 1 Lempira = . 5  U.S. dollar. 
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The reader is referred to the following section on the "Overview of Credit" 

for a more detailed discussion of these credit flows and their regional and enter- 

prise distribution. Also to the Chapter on BANADESA prepared by Douglas 

Graham and Carlos Cuevas. A detailed analysis of the BANADESA credit 
i 

delivery system is  contained in the present report under the section entitled 
1 

"Credit Delivery Systems. 'I 

DIFOCOOP And INFOP - 

There are  two other government agencies involved with the reform sector - - 

directly and with reform groups' credit use indirectly. They are the Directorate 

T for Cooperative Development (DIFOCOOP) and the National Institute of Professional 

4 
;: Development (INFOP). DIFOCOOP is the government institution charged with 

forming, inspecting and supervising cooperatives organized under Honduran 

cooperative legislation. INFOP, created in 1972, has ngreements with INA, 
L 

-s~ 
; ANACII and U N C  to provide technical ussistnncc courses to the rcform groups, 

l usually a week or two in length. 

DIFOCOOP was created in 1954 by the Honduran Cooperative Law and 

[. restructured to coordinate with the National Development Plan in 1975. Since 
-3;; 

I many reform groups, especially FECORAM affiliates, organize under The 

Cooperative Law, DIFOCOOP is responsible for supervising this subset of the 

reform sector. 

DIFOCOOP's major contribution to the reform groups organized as 

i coopcrutivcs is :issisting thcm in obtaining pev.soncvlirt juridiciu. Once obtained, 
E 

this legal st:itus allows groups to apply for I%ANADI:SA lams with Scwcr documents 

and cxen~pts those groups fron~ certain import taxes. L)11:OC00IJ also providcs 

booklreeping courses which, unfortunately, are not coordinated with booltkceping 

courses of other agencies such as I N A .  



Unlike DIFOCOOP, INFOP i s  responsible for 

reform groups, not just groups organized as  legal 

providing courses for all 

cooperatives. These courses 

range in length from one to six weeks, although a two-week course i s  the most 

common. The subjects of the courses vary from bookkeeping to more specialized 

subjects dealing with dairy cattle husbrtrldry to mhchine maintenance. These 

courses are  generally given in the afternoon when group members return from 

work. 

Inter-institutional Teams 

In 1980 the federal government, in an effort to more effectively coordinate 

the  activities of the  several government institutions that were providing services 

to the  reformed scctor and,  therefore, to improve these services, established 

an inter-institutional system to undertake this task. To date these services 

have been provided only to the  ANACH regional cooperatives but  the  plans a re  

to expand their activities to other reform groups. 

The system is  administered by the National Inter-institutional Team (ENI) 

at  the national !cvel. ISNI has the  bro:ld responsibilities for coorldin:ltion and 

policy making. When established EN I was composed of representatives of INA , 

MHN , BANADESA and DIFOCOOP. These agencies represented institutions 

mostly related to agricultural production and cooperatives. In 1981 agencies 

representing social dimensions were added. These are  : the  Ministry of Public 

Health, Ministry of Education, Ministry of Public Works and Transportation, 

Honduran Institute of Agricultural Marketing, National Institute of Professional 

Education, National Commission of Economic Planning (CONSUPLANE) as well as 

representatives of ANACH, FECORAH and UNC. 

The implementation of 

Inter-institu' ional Operative 

ENI. 

t:*e ENI-established policies 

Team (ENOI) . Membership 

i s  the task of thc National 

of EN01 is the snmc u s  
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Under EN01 are  the  Regional Inter-institutional Operative 'l'eims (EROI)  

where responsibilities are  to deal directly with the reform groups. Membership 

on the various E N 0 1  teams consists of representatives of the various governmcntnl 

agencies. At present,  in the case of the regional cooperntives, represent:ltivcs 

from I N A  , the Agricultural Extension Service and the Regional Agricultural 

Directorate of the M N R ,  are  the members involved in matters of agricultural 

production. 

At present eight EROIs a re  functioning. Specifically their responsibilities 

include: the provision of technical assistance, training and education to reform 

groups; assisting the groups in planning and implementing their production 

plans and associated credit needs; obtaining credit ;  supervising credit use and 

repayment; advising on marketing; and improving groups accounting and 

administrative procedures. They also provide information to EN01 for purposes 

of national planning. 

An analysis of EROIfs success with credit is presented under the  "Credit 

Supervisiontf section. For a more complete discussion of the whole inter- 

institutional system see the Chapter on "Credit Supervision in Hondu~an Rural 

Credit 1nstiti.ltions" by R.  L . Tinnermeier . 
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IV. OVERVIEW OF CREDIT TO THE REFORMED SECTOR 

Introduction 

Borrowers in the reformed sector can be divided into two categories- 

the reform groups and the individual members of the groups. The presentation 

follows this breakdown and discusses credit flowing to both categories from the 

different formal market and informal market credit institutions that lend to the 

reformed sector. 

Data in this section come from BANADESA and information generated from 

the preliminary findings from the authors1 sample survey, undertaken in 
-- 

September 1981, where forty-eight reform groups and 271 members of those same 
- 

groups were interviewed. It should be noted that the survey was designed for 

the purpose of collecting information on borrowing costs and not to obtain global 

estimates. However, the survey data lend themselves to reasonably good global 

estimates. Where the survey data have been applied in this fashion the reader 

should understand that the figures are approximate. We believe, however, that 

they are a good approximation because the sample was drawn from a population 

that encompassed 72 percent of the total reform groups in the nation. 11 

Table 7 presents estimates of agricultural credit flows to groups. We 

estimate that 768 groups received new loans in 1980, the equivalent of 56 percent 

of d l  reform groups. Of this number 57 percent received credit from BANADESA 

and 43 percent from "othert' sources, including commercial banks, marketing 

and processing companies, money lenders and a development foundation. 



TABLE 7 

Estimated Agricultural Credit Flows to Reformed Sector 
by Credit Institution, 1980 

Credit Reform Groups Loan Volume - Farm Farnil ies 
Institution Receivins New Loans (Thousands of ~ i m ~ e r a s ~ )  Benefited 

Number 0- Amount % Number 0 
-0 

BANADESA 438 57.0 32,425.3 79.5 11,388 57.0 

Total 768 100.0 40,781.8 100.0 19,968 1 00.0 

Source: Authors' calculations using data from BANADESA and authors1 sample 
survey of September 1981. 

a 
1 Lempira = .5 U.S. dollar. 

Includes commercial banks, farm supply firms, marketing and processing companies, 
money lendws, middlemen, friends and relatives. 

Measured in terms of loan volume, nearly 80 percent of the estimated 40.8 

thousand lempiras lent came from BANADESA and 20 percent from "other" 

sources. Clearly, by either measure, BANADESA i s  the most important lender 

to the reformed sector, a point that  i s  elaborated in the  following section. 

Borrowers and Lenders' Credit Profile 

BANADESA Borrcwers 

Data from the sample survey provide estimates of the different clnsses of 

institutions lending to sampled groups in the reformed sector. A s  shown in 

Table 8, of the seventeen groups with BANADESA loans, five ( 2 9  percent) had 

one or more loans frorn 'tother" sources. In thcsc cases thc loans were mostly 

associated with cash or in-kind advances against the harvest from tractor stations 

and marketing and processing firms. Two loans were from mo!ley lenders to 



TABLE 8 

D is t r ibu t ion  o f  Ag r i cu l t u ra l  C r e d i t  Flows to  Reformed Sector b y  C red i t  Inst i tu t ion,  
Augus t  1980-1 981 : From Sample Su rvey  

B A N A D E S A ~  
Commercial Banks  
market ing & processing 
f i rm  

Cash Advances 
var ious ins t i tu t ions  

In-Kind AdvancesC 
Moneylender 
Development Foundat ion 
Total  

BANADESA 
Commercial Banks  
market ing E processing 
f i rms 

Cash Advances 
var ious ins t i tu t ions  

In-K ind ~ d v a n c e s '  
Moneylender 
Development Foundat ion 
Total  

BANADESA 
Commercial Banks  

market ing & processing 
f irms 

Cash Advances 
var ious ins t i tu t iozs  

In -K ind  Advances 
Moneylender 
Development Foundat ion 

Croups  w i th  1981 
BANADESA Loans 

(N=17) 

A moun t 

569,793 . -0- 

54,700 

23,236 
5,900 
5,000 

658,629 

Number 0. a 

2 4 75.0 
0 0 

A l l  Groups  
(N=31) (N=48) 

Amount Amount % 

569,793 61.2 
174,000 63.6 174,000 18.7 

NUMBER OF LOANS 

Number % Number o 
0 - 

0 0 2 4 47.0 
1 5.3 1 2.0 

- 

1 AVERAGE LOAN SIZE ( ~ e m ~ i r a s ~ )  
Amoun t 

23,741 
- 0- 

Amount 

- 0- 
174,000 

32,551 

2,303 
- 0- 

5,000 
I 1 

Source : Authors '  sample survey,  September 1981. 

Amount 

23,741 
174,000 

a The loan amount f o r  BANADESA loans represents loans actual ly  u t i l i zed  ove r  the  period, 
not  total loans granted.  - 

bl Lempira = . 5 U .S. dollar. 
C Includes cooperatives, I NA, market ing and  processing f i rms. 



groups that had lost their crops and needed money to replant or to meet 

memberst subsistence needs. However, "other1t loans to the BANADESA-borrowing 

groups only accounted for about 13.5 percent of their total amount borrowed. 

These findings suggest that in many cases the BANADESA loans do not provide 

sufficient liquidity for the groups operations. Moreover, the survey shows that 

the I'otherlt lenders are typically paid off before BANADESA, a factor that could 

contribute to the Bank's high dclinquency mtc.  

Non-BANADESA Borrowers 

Of the groups that were non-BANADESA borrowers nineteen groups (61 

percent) receil.ed credit. Of these groups three had three loans, two had two 

loans and six had one loan. The credit, however, was highly concentrated in 

two groups. One had the 174,000 lempira commercial bank loan and another 

had three loans totaling 65,000 lempiras. Combined the two groups accounted 

for 88 percent of the total loans. It is clear that among the non-BANADESA 

borrowers in the sample that most credit i s  concentrated in a few groups that 

have highly commercialized operations. The other groups depend b~sically 

upon credit in the form of much smaller in-kind and cash advances against the 

harvest. One group had a loan from the German-based development foundation, 

COlIAA'l'. 

The average loan sizes reported in Table 8 for BANADESA borrowers 

and non-BANADESA borrowers are misleading due to the small sample size. 

The pooled figures reported in the "totalt1 column are much better estimates of 

typical loan size. Clearly, BANADESA and cash-advance loans tend to be much 

larger than the other loons, with the exception of the commercial bonks. One 

reason is that for one-year production loans both lenders include considerable 

amounts for wages, whert;rs the rest of the loans typically cover only the costs 



-34- 

of acquiring non-labor inputs. Another reason is  that  some of the BANADESA 

loans a re  for medium-term investments, such as  African Palms, that are  relatively 

large in size. 

Distribution of Loans bv E n t e r ~ r i s e  and Reaion 

BANADESA 

Table 9 reports the distribution of enterprise of BANADESA loans to the  

rcformcd sector over thc 1'377- 1980 pcriod. Over the four-year pcriod 91 percent 

of the credit has gone for crops. Very little has gone for livestock. Most other 

credit has  gone to refinance delinquent loans. 

Within the crop enterprises it is noteworthy that credit directed to basic 

grains has  increased only slightly in terms of current values. Simultaneously 

there has been a considerable decline in annual commercial crops and a sharp 

increase in permanent commercial crops,  basically African Palm. I t  i s  noteworthy 

that BANADESA lends little for bananas or  coffee. 

The regional distribution of BANADESA credit to the reformed sector is  

also skewed towards those regions such as  Tocoa and El Progresso where 

African Palm is  grown. A s  shown in Table 10, in 1980, these two agencies 

accounted for 52.3 percent of total credit.  Another 11 percent was directed 

to the south in Choluteca. Twenty-two of the twenty-eight regional BANADESA 

offices lent to the reformed sector but the distribution of this credit was highly 

concentrated in the three above-men tioned regional offices. 

Other Lenders 

A s  noted above, credit coming from "other" lenders in the sample was 

highly conccntrated, in terms of loan volume in a commercial bank loan and a 

few c:ish-advance loans from marketing and processing firms. These lenders 

oparatcd almost cxclusivcly with important cash crops such a s  sugar cane. 



TABLE 9 

BANADESA Loans to Reformed Sector by Enterprise, 1977-1980 
(Thousands of Lempirasa) 

Enterprise 

Crops 
Basic Grains 
Annual Commercial Crops 3,919.9 37.0 13,839.0 40.4 6,239.3 20.1 5,866.0 18.0 
Permanent Commercial Crops 44.1 9.4 11,524.0 33.7 14,300.0 46.2 14,952.2 46.1 

Livestock 107.3 1.0 170.0 0.5 452.9 1.0 169.2 0.5 

Beekeeping 0 0 0 0 16.2 0.1 70.0 0.3 

Industry 0 0 0 0 36.5 0.1 652.1 2.0 

Commerce 0 0 0 0 73.9 0.2 28.0 0.1 

Refinancing 

Total 

Source: BANADESA, Depto. Estudios Econ6micos. 

al Lempira = .5 U .S. dollar. 
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TABLE 10 

Regional D is t r ibu t ion  o f  BANADESA Loans t o  Reformed Sector 
b y  Bank  Agency, 1979-1981 

(Thousands of ~ e m ~ i r a s ~ l  

- 

Agency 1979 % 1980 % 1981 "a 
t h rough  May 

Camasca 
Catacamas 
La  Ceiba 
Choluteca 
Comayaqua 
Dan l i 
G racias 
Juticalpa 
blarcala 
Minas de Oro  
Nacaome 
Nueva Agencia de San Pedro Sula 
Octepeque 
Olanchito 
El  Paraiso 
E l  Progreso 
Puer to Cor  tes 
Puer to Lempira 
San Juan de Flores 
San Lu i s  Santa B5rbara  
San Pedro Sula 
Santa Bsrbara 
Santa Rosa de Cop5n 
Tela 
Tegucigalpa 
Tocoa 
Y oro  
Centra l  Of f ice 

Total  

Source: BANADESA, Depto. de Estudios E c o n h i c o s .  

a 1 Lempira = .5 U.S. dol lar.  
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These findings should be representative of the incidence of this type of loan 

for the total reformed sector except that in other regions such loans might be 

made for tobacco, and bananas. 

The in-kind loans appearing in the sample survey were mostly for seeds 

and tractor services that  were purchased from a supplier. Most often the 

supplier was a local farm cooperative, such a s  COAVAL near Tela, o r  an I N A  

tractor station in one of the projects of the INA concentrated subsector. There- 

fore, it would appear that these types of loans a re  concentrated in regions where 

such cooperatives and projects a r e  in operation and a re  not generalizable to 

the  whole country. 

Non-Group Credit Use by Group Members 

In addition to loans to groups, credit flows to  the  reformed sector a s  loans 

to individual group members. Sample survey data provide good insight into the 

use of individual credit by reformed sector beneficiaries. 

Table 11 shows the percentages of the total members surveyed that had 

used credit. There i s  little discernible difference between members of bank 

(here defined to include BANADESA and the commercial bank) borrowers and non- 

borrowers in terms of incidence of use  of credit from the different types of 

lenders. These findings suggest that use of credit from these informal sources 

is independent of whether o r  not the member's group has  a bank loan or  not. 
I 

The lenders arc  listed in Table 11. It i s  noteworthy no ~nembcrs had loans from 

commerci:~l hunks or credit unions. The most common lenders wcre friends :md 

f:~nlily. Thcrc wcrc 25 .1  pcrccnt of the nlcnlbcrs t h a t  had uscd thcsc two 

sources of crcdit during the year. The next most common source was in-kind 

advilnces; 15.1  percent of' the membcrs had 

tcndcd to consist of production inputs such 

reccived goods and scrvices that 

as  tractor services, sceds and 
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TABLE 11 

percenta of Sample Borrowing from l nformal Sources 
And Average Loan Size: August 1980 - August 1981 

Source 

Average 
Members Members of Members Loan 
of Credit Non-Credit of all Groups Size 

Groups (N=112) Groups (N=159) (N=271) (Lempiras) 

Moneylender 3.6 4.4 4.1 i 79 

Family 3.6 6.9 5 . 5  85 

Friends 22.3 17.6 19.6 6 2 

Cash advances 8.0 5.7 6 . 6  9 4 

In-kind advances 14. 3 16.4 15.5 22 

Subsistence loans 13.4 13.2 13.3 4 2 

Retail loans 3.6 3.1 3 .3  227b 

Source: Authors' sample survey,  September 1981. 

a ~ h e  columns will not sum to 100 because some members had credit from 
multiple sources. 

b ~ x c l u d e s  two extremely large loans, out of the nine reported, that were for 
a stove and refrigerator for small stores. 

chemicals. Some 13.3 percent used subsistence loans that were in-kind grains 

(chiefly corn) to be used for feeding the farm family. Cash advances accounted 

for 6 . 6  percent and were against the harvests. Retail loans accounted for 3 . 3  

percent and consisted of in-kind advances on retail goods from stores o r  traders.  

l'inally , 4 .4  percent of the members used money lenders. 

Of the loans that were obtained in cash,  and not as  an advance, it i s  

noteworthy that s9me 64 percent of moneylender loans were used for agricultural 

production and only 27 and 9 percent respectively for medical expenses and 

personal matters. In sharp contrast,  only 24 percent of the  loans from friends 

c~nd family went to agriculture and 62 and 15 percent respectively for medical 

and personal expenses. This suggests that members tend to rely upon family 



and friends during times of emergencies associated with family illness. These 

patterns of credit use is reflected in Table 11 under the "average size of loan" 

column. 

Delinquency 

Delinquency i s  a major problem in the  reformed sector not only h~or the 

crcdit institutions I>u t Aso thc lol'ornlcd grou1)s. Ovc r  l i n~c ,  :I Ir~rgc proportion ' 

of the reformed groups have obtained credit from BANADESA but have not 

repaid the loans. This has  contributed to BANADESA's shortage of loanable 

funds,  made it more dependent on government and foreign financing and 

decreased i t s  cost efficiency. For the borrowers i t  has  made them ineligible 

for succeeding BANADESA loans, and often loans from other sources as  well. 

Since these groups have little operating capital, without credit many a re  caught 

in the vicious circle of poverty for lack of operating and investment fcnds. 

BANADESA docs refinance some of i t s  delinquent loans, presumably when 

funds a r e  availablc nnd it i s  adjudged that thc causes of dclinqucncy were beyond 

the  control of the borrowing group. Over the last four years an average of 

about 10 percent of BANADESA's new loan portfolio has been used for this purpose. 

An approsinlation of the magnitude of the BANADESA delinquency in the  

reformed sector is  provided by the figures that 32 percent of the total number 

of loans outstanding in the reform sector and 35 percent of the outstanding loan 

balances were delinquent a s  of July 1 ,  1981. l2 This mcnsurc, while useful, 

docs not rcally prescnt the gravity of the problem sincc thc best way to compute 

thc r:ltc ol' dclinqucncy would bc thc amount dclinqucnt as u pcrcentagc of loan 

aniount that should have been repilid. This ra te ,  were data available to compute 

i t ,  would bc much higher. 



Data from the sample survey provide more insight into the problem. Of 

the  forty-eight groups surveyed, forty-two had current  credit o r  had obtained 

credit from BANADESA in the  past. Of this number thirty-one (73  percent) 

had beer, delinquent in those loans. Of these loans eleven (35 percent) had 

been refinanced. The average size of reported delinquency on lorn principal 

for the currently delinquent groups was 26,293 lempiras, a figure that is not too 

different from the average size of BANADESA loans reported earlier. This 

suggests that i t  i s  likely that most of the original loans were not repaid. 

The reasons for delinquency of the surveyed groups were fundamentally 

centered on matters of weather: such as  flooding, wind, etc.  The fact that 

more than half the respondents listed flooding strongly suggests the need for 

land improvements o r  flood control to decrease risk on this account. The 

delinquent groups intended to  repay by future earnings o r  refinancing, but 

for many these possibilities are very remote. 

These findings support the well-recognized fact that the land quality in 

the  reform sector is an important factor in determining the economic viability 

of thc groups. Given that most of the redistributed land has come from the 

public sector much of it i s  of inherent low quality o r  at  least needs improvements 

to make it reliable given climatic conditions. Without these improvements the 

economic viability of these lands is marginal. This condition in combination 

with problems in marketing. lack of good technical assistance and inadequate 

infrastructure a s  well a s  the difficult problems inherent in forming and organizing 

groups make the delinquency problem difficult to avoid undcr current lending 

arrangements. 

One aspect of these arrangements, elaborated in greater detail in the  

following section on credit delivery, appears to be a significant factor in 

contributing to BANADESA delinquency. This i s  the fact that the group i s  



lent money to provide for the daily wages of i ts  members', a s  they undertake 

thcir collective farming, presumably to allow them to mcet their currcnt consuniption 

needs. However, it may be that  once the  group members have received their 

labor share that  they lack the incentive or  organizntional structure that is 

needed to repay the loan. Wcre they to have to wait until halvcst  to get paid 

perhaps their incentives would change becnuse they would only get paid out of 

the  residaal after d l  o t l ~ e r  expenses were met. This would imply that  BANADESA 

should not lend for the wages or ,  a t  least,  to lend funds sufficient for only a 

partial wage, presuming that the remainder would come after  the  loan has been 

repaid. 

The fact that only one of the forty-three groups surveyed was currently 

delinquent on loans from "othcr" lcndcrs suggests that th cse lcnders g'ct rcptlid . 
A probable cxp1an:ltion is that thesc lenders hovc :I built-in collection system duc 

to the  fact that many loans come from processing and marketing firms that deduct 

the loan from the receipts paid for purchasing the product. Typically these 

loans do not contain advances for members wages. A contributing factor could 

be the members' attitudes towards working with a gcvernment bank. They may 

tend to view the bank loan more a s  an income transfer rather than a credit. 

INA often serves as  guarantor of BANADESA loans to groups, thus pcr- 

mitting the group to obtain a loan. In 1080 INA servcd in this capacity for 346 

(80 pcrccnt) of' the groups rccciving BANADIZSA crcdit.  In theory, whcn the 

group does not repay, INA i s  supposed to repay the  Bank and then collect from 

the group, thus  allowing the group to be eligible for additional BANADESA credit.  

In practice, however, it does not work this way because INA long ago exhausted 

i ts  funds sct  aside for i ts  loan guarantee program. Thus,  thc loans continuc to 

bc cnz-ricd us delinquent on the BANADESA books and the groups are  dcnicd 

furthcr crcdit from the Unnk. 



V .  CREDIT  DELIVERY SYSTEMS 
- 

l n troduc t ion 

This section deals with the credit delivery systems associated with the - I 
- 

lending and borrowing from the several credit institutions that work in the reform - 
scctor. The credit dclivery system encompasscs not only the terms and conditions - 

of the loans, such as amoun t , time period, and intcrcst , but also the proccdurcs 

that must be followed in the process. In order to facilitate discussion the 

process is broken down into three phases for the borrower and lender: - 

application , implementation and repayment. 

The major purpose of this section is to discuss and analyze the credit 

delivery systems associated with the various lenders including those in the 

inforninl ~n:irket who lcnd to individual members. Particular attention is paid to 

the efficiency of these systems in terms of how they affect total cost of borrowing, 

i .c. , intcrcst ch:irgcs :ind trm~sactions costs. 1:or prcsclit purposcs thc trans- 

actions costs are considered as out-of-pocket costs to the borrower a s  well as  

his time costs of undertaking the transactions. Simultaneously, the lender's 

costs of making credit available to the reform sector are considered. Data 

obtained from the sample survey is used to estimate borrowing costs. Data 

obtained from the credit institutions and the field survey is uscd to discuss 

lendcrs' costs. 

An additional aspect of the credit delivery systems is the technical 

assistance associated with crcdit. The reader is referred to the chapter 

written by R .  L .  Tinnermcier for a detailed discussion of this dimension. 

Howcver, some reference will be made on this topic in the present papcr. 

The organization of this section is as follows: First is a description 

of the credit delivcry systems of each of the lenders to groups; emphnsis is 



lent money to provide for the daily wages of i t s  members, a s  they undertake 

thcir collective farming, presumably to allow them to nwet their current consumption 

needs. However, it may be that once the group members have l'eccived their 

labor share that thcy lack the incentive or orgmiz:ltion:ll s tructure that i s  

needed to relmy the ioan. Wc~e  they to h a v e  to wait until hurvcst to get paid 

perhaps their incentives would change because they would only get paid out of 

the  residual after all other expenses were met. This would imply that BANADESA 

should not lend for the wages o r ,  a t  least,  to  lend funds sufficient for only a 

partial wage, presuming that the remainder would come after  the  loan has been 

repaid. 

The fact that only one of the  forty-three groups surveyed was currently 

delinquent on loans from lenders suggests that thcse lenders gct repaid. 

A probablc cxplonation is that these lenders ;lave a built-in collection systerrl due 

to the fact that muny loans come from processing and marketing firms that deduct 

the  loan from the receipts paid for purchasil!g the product. Typically these 

loans do not contain advances for members wages. A contributing factor could 

be the members1 attitudes towards working with a government bank. They may 

tend to view the bank loan more as an income transfer rather than a credit.  

INA often serves as guarantor of BANADESA loans to groups, thus ,lor- 

rnitting the group to obtain a loan. In 1980 INA served in this capacity for 346 

(80 pcrWcent) of the groups receiving BANADlfSA credit. In theory, when Ihc 

group does not repay,  IN.4 i s  supposed to repay the Bank and then collect from 

the group, thus allowing the  group to be eligible for additional BANADESA credit. 

In practice, howcvcr, i t  does not work this way because INA long ago exhausted 

i ts  funds set aside for i t s  loan guarantee program. Thus,  the loans continue to 

be carried a s  delinquent on the BANADESA books and the groups arc denied 

further credit from the Bank. 



-42- 

V. CREDIT D E L I V E R Y  SYSTEMS 

Introduction 

- 
This section deals with the credit delivery systems associated with the 

- 

lexiflng and borrowing from the several credit institutions that work in the reform 

sector. Thc credit delivery system encompasses not only the terms nnd conditio~is - 

of the loans, such as  : I I I I O L I ~ ~ ,  time period, avid interest, but also the procedures 

that must be followed in the process. In order to facilitate discussion the - 

process is broken down into three phases for the borrower and lender: - 

A- 

application, implementation and repayment. 

The major purpose of this section is to discuss and analyze the credit 

delivery systems associated with the various lenders including those in the p L  

in l'ornial markcl who lend to individual members. Particular attention is  paid lo 

the efficiency of these systems in terms of how they affect total cost of borrowing, 

i .e. , interest ch ;~~*gcs  : ~ n d  tnmsactions costs. For p r c s c ~ t  purposcs thc trans- .- 

actions costs are considered as out-of-pocket costs to the borrower as well as  - 

his time costs of undertaking the transactions. Simultaneously~, the lender's 
- 

costs of making credit availirble to the reform sector are considered. Data 

obtained from the sample survey is used to estimate borrowing costs. Data 

obtained from the credit institutions and the field survey is  used to discuss 

lenders' costs. - 

An additional aspect of the credit delivery systems is the technical - 

assistance associated with credit. The reader is referred to the chapter 

written by R .  1,. Tinnermeier for a detailed discussion of this dimension. 

However, some reference will be made on this topic in the present paper. 

The organization of this section is as follows: First is a description 

of the credit delivery systems of each of the lenders to groups; emphasis is 



placed on BANADESA. This i s  followed by a comparison of the  borrowers' 

transactions costs associated with loans from these lenders. Second i s  a 

discussion of credit delivery systems for lenders who lend to individual group 

members. 

BANADESA 

This section i s  organized in two par ts .  First i s  a general description of 

the BANADESA credit delivery system. Second is a discussion of how this 

system i s  modified for BANADESA loans to the regional cooperatives. 

Terms and Conditions of Loans 

BANADESA lends to rcforn~ groups for short-,  medium- and long-term 

purposes. The interest rate on these loans ranges from 9 percent to 19 percent, 

depending on sources of funds,  which is calculated on the  outstanding balance 

and :iddcd to the principal. On sorlic 1o:ins the reform groups arc required to 

keep a 1 0  percent minimum balance in a BANADESA savings account, implying 

u true interest rate slightly higher than the  noniinal rate.  A registration cost, 

usually less than 200 lempiras, i s  subtracted from the  loan amount before the  

first disbursement. 

Loan collateral for reform groups i s ,  in almost a11 cases, the projected 

harvcst for a crop loan and the purchased c~ipital good for a machinery or 

livestock loan. 1NA acts a s  a third party guarantor for about two-thirds of what 

the rcSorrn groups borrow from BANADESA. The 1975 Land Reform Law 

estnblishcs BANADESA's obligation to accept the guarantee of INA.  In practice 

this guarantee is worthless because INA does not have the funds to meet i t s  

obligations. 



Loan Applicatiorl Phase 

There are two important elements to BANADESA1s lending procedures. First, 

there is  the comples set of paperwork requirements that must bc iiled to determine 

the cconomic feasibility of the proposal project, and to provide doc~mentation 

for credit use and credit worthiness. Second, there is  a swies  of documents 

which the group must file in order to demonstrate their status as  a reform group, 

that taxes have been paid and whether or  not pc.tlsonei-ia juridica has been 

established. 

11' a group has pc.iwmcrwiu jurnidicu then the sign:ltullcs of only the group's 

president and treasurer are required on group documents. If it i s  lacking a list 

of group members must be supplied showing each member's identity card number 

and signature. 

After the group's president and ireasurer make their first tr ip to 

BANADESA to solicit the lonn, a credit agent visits the group for an inspection. 

The inspection can be dnne by either the BANADESA credit agent or an agricul- 

tural extension agent from M R N .  If the latter performs the inspection, it is  still 

required that the BANADESA agent's signature appears on the document. The 

required documents, for the reform groups include a certificate from I N A  which 

is required to certify that the crop is registered and is a legal reform group 

cmd the ~~cr~sorler . iu  jur.itlicu or ; I  riotc l'rlom M R N  conl'irn~ing that tlic pcrosoncr~ic~ 

jwidica is being processed. I f  personeria juridica has not been established the 

group must provide a list of members with identification papers as  noted above. 

Finally the group must present a list of the names of the members that plan to 

p~rt ic ipate  in the collective project. 

The groups must undertnke considerable investment in time and moncy to 

obtain these documents. Reform groups borrowing for the first time face higher 

documentation costs since second-time borrowers often resubmit documents and 

are more familiar with the system. 



There is also considerable 

spend time and money soliciting 

them. 

costs to BANADESA since that institution must 

the documents a s  well as recording and filing 

The loan application procedure for the reform groups takes about 8 weeks 

from the time of the  first visit to the bank by  the group's officers. Renewable 

loans for annual commercial crops generally take much less time, averaging' 

about 3 weeks. 

Disbursement and l mplementation 

The loans a re  dispersed according to the loan investment plan. The 

BANADESA credit agent's signature is required for all disbursements. Prior 

to signing, the agent is  required to visit the  project to verify that the previous 

work has been accomplished and that the labor was performed in the case of 

wage withdrawals. The group may request disbursements for unforeseen problems 

such as insect infestations a t  any time. However, the credit agent's inspection 

and signature is required for every disbursement. 

The group's ;?resident and treasurer must travel to the regional bank 

officer and s i p  for the  disbursement after the  inspection has  been made and 

approved. Both the president and treasurer sign for the disbursements, which 

are  in cash for the wages earned. In the case of sccds,  fertilizers and other 

inputs,  the group's officms must sign for :I procu~cmcnt order which they take 

to :L designated rctuiler in ordcr to receive the prepaid products. 'Tho ol'l'iccrs 

normally make the trip to the bank and the retailer in the same tr ip.  

Most of the agronomic supervision over this period comes from the cxtcnsion 

agents of N R N  . These agents visit the group's project periodically and offer 

advice on inputs and farming practices. The MRN national extension officers 

estimate that 90 percent of their 149 extension agents work with reform groups. 



Loan Repay men t 

For the-crop loans, repayments of intersst  and principal are  scheduled 
. . 

in one payment after  the estimated harvest time. The length depends on the 

crop. Long-term loans a re  typically scheduled with a two o r  three year grace 

period followed by equal payments every six months over th.2 term of the loan. 

Loan rep:iyment occurs in the regional office and requires another t r ip  by the 

president and trcnsurer of the group. 

If' loans arc  not 1):licI on time ltic c~vxlit i~gcn t  visits the group imd 111:ly or  

may not leave n letter stating that the loan is delinquent. The agent requests 

that the group's officers travel to the regional office to discuss the delinquent 

loan. BANADESA applies moral suasion to the group bu t ,  a s  a practice, does 

not apply legal sanctions to f'osce loan repayment. Consequently unpaid 

loans remain on their books until they a r e  written off a s  uncollectable. 

Delinquent loans may be refinanced; a process that  i s  similar to obtaining 

n fresh loan. 

Reaiona l C o o ~ e r a  tives 

The standard credit procedure used by reform groups is modified when - 

- 

the groups obtain credit via a regional cooperative. The procedure used by 

BANADESA is also modified due to the large size of these loans. This section 

presents a brief description of the credit delivery system employed by the Bank, 

the cooperative and the reform group under these circumstances. 

Terms and Conditions of Loans 

B ANADESA lends for short- ,  medium- and long-term purposes directly 

to regional cooperntives which in turn lend to i t s  member groups. The interest 

rate chnrged to the regional cooperative is  crop specific and is the same as  

ch:~rgcd to a reform group applying independently. The regional cooperative 



in turn adds an additional 2 or 3 percent charge when lending to thcir member groups. 

Thus the reform groups pay higher interest borrowing costs,  presumably in compensa- 

tion for the increased sel-vices they receive from the regional cooperative. 

The loan collateral for the regional cooperatives is  the combined production 

of i t s  members, i . e . ,  all member groups assume joint liability for repaying the 

loan. 

Loan Application Phase 

The regional cooperative works cstensivcly with KROI tcams in preparing 

investment plans. BANADESA assigns a credit agent to each regional coopcrative 

full tirnc. 

The EROI teams visit each member group to determine which activities are  

to bc financed. An invcstn~ent plan is made for each activity in collaboratioli 

with a technician from the cooperative. In some cases a detailed summary is 

prepared outlining financial situations, soils, location, past loans, a l ~ d  resource 

inventory. Once the farm plans for the various member groups ore prepared,  

they are consolidated by the regional cooperative in preparation for dcaling 

with BANADESA. 

The documents which the individual groups must submit a re  the  same 

ones they would need if they were applying individually to the Bank. Howcver, 

thc rcgion:ll coopcrativc normally :~ss is ts  thc group in obtaining the  documcnts. 

Thus the time costs associated with loan transactions for the reform groups 

aiBc rcduccd. Ilowcver, thcrc is  a large incilensc in intcrest costs due to the 

2 o r  3 pcrccnt extra intcrest chargc. 

The time for the loan application procedure for the individual reform 

groups also increases by about four wecks. 'l'hc average time is  about twelvc 

weeks. 



Loan Disbursement and Implementation 

The locans a re  disbursed according to the farm plan but the group's 

officers must travel to the regional cooperative office and then to BANADESA 

to obtain the disbursements. It i s  neccssnry for the  BANADESA credit agent 

to sign the disbursement release after inspecting the project site. 

Loan Repayment 

'l'hc only difference in procedure between this and the regular UANADESA 

procedure is  that cooperative groups repay at  the regional cooperative office. 

In cases of delinquency the cooperative will work hard to ensure repayment, 

even if it means using cooperative funds or  calling upon other non-delinquent 

mcniber groups to cover the short fall. The reason is  that if the books show 

the coopcrativc to be delinquent then it cannot obtain additional BANADESA 

credit. 

Commercial Banks -- 
Few private banks lend to reform groups in Honduras. In the cases - 

which do occur, very spccific arrangcments arc  sct up whereby the reform group - 

signs a five to ten-ycar contract with n marketing or processing firm which 
- 

guarantees thc 1o:m J'or thc private bank. The firm, usually a sugar processor 

o r  banana company, cosigrs the bank note with the  reform group. 

Thc reform group's officers negotiate primarily with the firm and the  firm 
- 

with the bank. Witl~drawals are made a t  the bank's offices and require the 

signature of the president, the treasurer and a representative of the cosigning 

firm. Technical assistance is provided by the firm. 

The loans are repaid after the harvest by the firm. All other expenses 
- 

arc  clcductcd from the reform group's account and the balance turned over to 

thc pllcsidcn t and the trcnsurer for distribution according to the reforr~l group's 

proccdurcs. 
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Informal Sources 

There are  few instances of informal loans to reform groups. The most 

common appears to be in-kind loans consisting of seeds,  tractor services and 

transportation. Many of the groups with marketing contracts with the sugar 

and banana companies also receive cash advances based on a per-member formula 

for twelve months. Moneylender loans to reform groups appear to be vcry 

uncommon, with only two cases of the forty-eight from the sample survey 

reporting moneylender groups. In this section the credit delivery systems of 

these informal loan sources are  described. 

In-kind Loans 

The in-kind loans to reform groups are  short-term, no-interest loans that ,  

in most cases,  require only a verbal agreement. A majority of the  in-kind loans 

comc from I N A  which provides tractor services for the reform group. A typical 

example of this loan would involve the president and trcasurer making one or  

two visits to the INA tractor station to solicit tractor time. INA requires the 

group to pay only the fuel expenses and allows four to six months for rej>ayment. 

I f  the group fails to repay,  INA imposes no sanctions but  will not provide the 

group with more services. 

The transactions costs for these loans are  vcry low. Time costs are  the  

major portion of the transactions costs and usually require less than a day for 

tr:~vcling : ~ n d  ncgoti:ltions. 

Cash Advances 

Twclvc-month cash ndvnnccs a re  common among groups with marketing 

contracts, especially with the sugar companies. The size of the  advances 

averages about 13,000 lempiras and are  based on a per-member formula. 



The group's officers travel to the  processing firm's offices and need only 

sign for the advance since the  terms are  set in the  group's contract with the  

firm. Time costs are  higher for cash advances than the other informal services 

due to the distance traveled to the firm's offices. 

Moneylender - 

It is vcry uncommon for :I reform group to borrow from n rnoncylcndcr. 

Interest rates are  high,  3 to 5 percent a month, even on large loans. Thus 

whcn groups do borrow from moneylenders i t  i s  generally due to  an emergency; 

it is hr o short term and the loan is repaid on time. 

The loan i s  disbursed in a single payment after a written contract is 

signed by the  president and the treasurer. The groups borrow from a money- 

lender in their community and spend very littlr money traveling, or time arranging 

the deal. One visit is sufficient to close the  deal, another visit to receive the 

loan and :lnothcr visit to repay. 

Comparative Transactions Costs for b a n s  to Groups 

BANADESA 

'I'l~c s:~~llplc suvvcy w:ls designcd to c:!pturc the borrower's transactions 

costs from all types of loan sourccs. The average transactions costs for the 

seventeen BANADESA borrowers in the sample are  presented in Table 12.  The 

costs are separated into time and out-of-pocket o r  cash costs,  and then by the 

thrce phases: application, implementation and repayment. 

'l'hc t1vcr:lge total trmsnctions cost w:ls 478.8 lcmpi~*us pcr group, which 

is less 1h:111 t111 : ~ v c r a g ' ~  01' 20 1~11ipir:1s per group ~ncmber. 01' t11c lhrcc phases 

thc costs associated with thc loan application rcquired the largcst clniount of 

cxpcnditurcs represcnting 66 percent of the total transactions costs. 



TABLE 12 

Average Transactions Costs for BANADESA Borrowers, 
From The Sample Survey 

(lempiras) 

Phase 
Cash 
Costs 

~ i m e ~  
Costs 

Total 
Costs 

Application 

l rnplementation 

Repay men t 

Total 

Source: Authors' sample survey, September 1981. 

a Time is valued a t  four lempiras per work day. 

Of particular note is  the large time commitment on the part  of the  group 

president and treasurer.  Some twenty-eight days were involved in their loan 

transactions. To put this in perspective, however, if computed on a per member 

basis it would represent a relatively small commitment per  person. 

For the seventeen groups in the  sample the transactions costs averaged 

1.43 percent of the amount borrowed. Combined with a weighted average interest 

rate of 13.08 percent, total borrowing costs as  a percent of loan size was 14.51 

percent. 13 

It can be concluded that borrower transactions costs for BANADESA lonns 

a r e  not very high neither for the group nor the individual group member. 

However, this is not to suggest that they might not be reduced bccausc from 

the above discussion it is clear that there are  numerous steps involved for the 

group lcridcrs in the cwxlit delivery process, many of which might bc c1imin:itcd 

without :my scrious conscclucnces for the program. 



It is on the lencler's side that there appears to be exceedingly high costs 

of credit delivery. All of the procedures and documents require considerable 

manpowcr to p~~cp:-trc : ~ n d .  oricc thcy :irc prepared, to filc. I t  woulcl iippcar 

that considerable reductions could be made in BANADUSA operation costs by 

a thorough revision and simplification of these procedures. 

Other Lenders 

A s  shown in Tablc 13 thc transactions costs for other lenders are  much 

Icss than those 01' U A N A D I S A ,  :)gain rcllccting the heavy dcgrcc of timc- 

consuming procedures and paperwork associated with the  latter 's credit delivery 

system. Both cash and time c0si.j a re  much less for the other lenders. Of the 

other lenders only the commercial bank had relatively high transactions costs,  

but  when figured on the basis of loan size they represented only 0 . 1  percent 

of the loan. The remaining institutions had simple credit delivery systems with 

low associated transactions costs that added no more than 0.5 percent to loan 

costs figured as a proportion of an clvcrage sized loan. 

In the cases of the moneylender the explicit interest costs are  quite high. 

In the case of cash-advances the implicit i n t e r e s ~  costs are  undoubtedly somewhat 

high, although they a re  hidden in the form of lower prices on products sold. 

The inlplicit costs on the in-kind advances a re  not so high since these products 

a rc  often sold by I N A  to thc groups. 

The total borrowing costs undoubtsclly influence group behavior in selecting 

a lender when they have alternatives. The high transactions costs associated with 

thc BANADESA and comn~ercial bank Imns limit them to using these lenders only 

fol1 large-sized loans. In contrast when ?hey need small-sized loans they prefer 

to deal with lenders with lower transuctiorls costs, although they pay higher 

intcrest rates,  because the total borrowing costs ore less. This analysis matches 

with the behavior observed in the sampled groups. 



TABLE 13 

Average Transact ions Cost by  Source  for Reform Groups ,  
From Sample Survey  

(Iempirasa) 

Average Loan Transact ions Cost 
Cash ~ i m e ~  Total Size Per  a s  Percent of 

Loan Source  Costs  Costs  Cos ts  Group Loan 

BANADESA 
(N=17) 

Commercial Banks  180.0 72.0 252.0 174,000 0.10 
(N=l)  

In-kind Advance 4.6 11.2 15.8 3,399 0.30 
(N=17) 

Cash Advance 6.9 21.5 28.4 19,950 0.10 
(N=6) 

Moneylender 
( N = 2 )  

Development Foundation 8.0 16.0 24.0 5,000 
(N=l)  

Source: Authors '  sample su rvey ,  September 1981. 

a 
1 lempira = . 5  U . S .  dollar. 

b ~ i m e  cos t s  were calculated a t  four lempiras pe r  day .  

Lenders  to  Individual Group Members 

T h e  presentat ion of the  c r ed i t  delivery systems for  l ende r s  malting loans 

to group members is consolidated u n d e r  four  categories:  money loans,  subsis tencc 

loans, in-kind and  cash :~dvances ,  and  retail  loans. 

Money Loans -- 
I:;~mi\ics and f r icnds .  Ikfol-m group nlcn~bers tha t  bol*~*ow cash  for 1':lnlily --.-- --. 

cmcrgcncies o r  fo r  agricultural purposes  rely on fr iends more than  family n~cmbers  

o r  moneylenders. Fr iends tha t  lend generally provide l o r ~ n s  free of in te res t  r a t e s ,  
I 

without :I s e t  l ength  and  requi re  only a promise to  confirm t h e  arrangement .  



A loan from a friend would require one t r ip  to apply for the 

loan, one tr ip to receive the loan and one tr ip to repay. A vprbal agreement 

would suffice and no guarontce would be needed. In most cases the friend 

is in Lhc s;mc comrrlunity : ~ n d  the bol*r.owc~* woulcl s1)cnd no Inoncy rind only 

onc-1i:ilf' day to conl'irrn Lhc loan. 'l'hc length of' the l o w  is  shor t ,  uln~ost 

always less than four months and the amount of the loan small, usually less 

than 100 lenipirns. The results of the sample survey presented in Table 1 4  

below compare the average size loan, interest rates,  nnd length of loan for 

t h e  three cash loan sources. 

TABLE 14 

Informal Cash Loan Characteristics, from the Sample Survey 
(lempirasa) 

Loan Terms Moneylender Friends Family 

- -- 

A mvun t 
Mean 
Mode 
Median 
Range 

Length 
Mean 
Mode 
Median 
Range 

Monthly Interest Rate (N=l l )  
Mean 8.7 
Mode 5 
Median 11.5 
Range 3-20 

-- 
Source: Authors' sample survey,  September 1981 

a 1 lempira = . 5  U .S. dollar 



Terms on family loans are  similar to the terms on loans from friends. 

The loans a re  easy to obtain, require no guarantees and no fixed terms. 

Borrowers1 travel time and out-of-pocket expenses are  very low. Loans are 

obtained after  one visit and repaid with one visit. The sample survey dernon- 

strated only one relative out of seventeen charged an interest rate. It i s  

more common that borrowers provide favors to thsir  lending relatives in the 
. . 

form of work or lend tools. 

Moneylenders. Loans from moneylenders do requirs fixed terms, although 

guarantees are needed only on Lhe larger loans, over 250 lempiras. Interest 

rates range from 3 to 20 percent a month on loans of six months or  less. 

Moneylenders are used by group members when the  quantity borrowed is 

larger than family or  friends can afford to lend, and when the  purpose of the 

loan i s  of a more commercial nature.  

Moneylenders rccluirc :i maximum of threc t r ips ,  onc coch for the application 

and signing of a written contract, to receive the  loan and to repay. '?orrowers 

know after the first tr ip whether they will receive the loan or not. 

When loans a re  not repaid on time an extension is  almost always granted 

the first time, without any penalty charges. However, in the eleven cnses 

reported in the  sample survey,  all respondents had repaid on time. 

As sccn in l'nblc 1 4 ,  t11c nvcrrigc sixc moncylcndcrl 1o:m is almost thrcc 

tiillcs tlic sixc 01' 1o:ms by L'ricnds and twicc a s  1:wgc :IS Ibrnily 1o:ms. 

Thc length of the loans from thc sample survcy were shor t - tcm.  With 

nionoylcndcrs uveraging four months; fricnds, three months; and family, jus; 

over five months. There were 25 percent of the  loans by friends without 11 

fixed lcngth for the loan and 15 percent of the family loans without a fixed 

lcngth. 



There were even fewer family and friends loans that had interest rates. 

Only 28 percent of the friends1 loans and 7 percent of the  f~lmily loans were 

contracted with interest charges. 

Subsistence Loans 

Subsistence loans consist of basic food grains that  a re  borrowed to feet 

the family. Reform group members borrow food grains, usually corn,  after  their 

own supplies run short .  Often this need occurs while planting the next season's 

crop or  even right before harvest when total grain supplies are short  and prices 

are high. The loans are  repaid right after harvest when prices a re  low. This 

situation is  demonstrated by  the results from tlie sample survey.  The mean 

price of the grains a t  the  time they were borrowed was 42 lempiras, while the  
. > 

mean price when repaid was 36 lempiras. 

Group mcrnbers that borrow gmins comrnorily receive the grains in the 

same visit they request the loan since grains a re  stored in the houses. Uorrowers 

spend less than a day to travel and receive the loan. Lenders are  typically 

friends and relatives. There were very few instances of the  reform groups or  

regional cooperatives lending to  their members for this purpose. 

In-kind and Cash Advances 

Advances in cash o r  in the form of seeds and services require the same 

conditions a s  most other informal loans. The length of the  loans a re  short-term, 

the size is small and the guarantees a re  verbal. Even comme~~cial buyers 

advancing cash to reform group members require, a t  most, a handwritten note 

which acts as  u binding contract. Most cash advances are  for less than one 

month and pl8ovide the group members with some operating capital to harvest 

and transport his product to the buyer. 



The average size cash advance from the snnrple survey was 289 lempiras. 

One cash advance, for bananas, was for 2,500 lempiras, while the others were 

all less than 800 lempiras. 

A few of the group members borrow in-kind services for a promise to 

pay after the harvest of the product. These services, such as transportation 

and tractor use, require no written contracts and are very short-term, averaging 

3csz l t ? ~ i l  three months. 

The most common form of in-kind advances are in the form of seeds, again 

for short periods and very small amounts. Seed loans are from friends in the 

same community so travel time is minimized. No interest rates are charged but 

it is expected that the borrower will  return the favor or  help work in the lender's 

field. The sample survey results showed all twenty-eight cases of in-kind input 

borrowers spending less than one-half day to travel and receive the inputs. 

Retail Loans 

Loans from retailers :we not common among the reform group mcmbers. 

Thcsc loans are made by traveling salesmen with radios and small appliances who 

arrive at the house to sell their products on installment and return periodically 

to collect the quotas. The installments are paid on a monthly basis over a six 

to twelve-month pcriod with un implied intcrest rate of 5 to 1 0  pcrccnt per 

month. These types of loans are very infrequent. Most reform group families 

are very poor and survive at  a subsistence level, placing this type of commercial 

products out of their reach. 



Transactions Costs 

The informal loans transactions cost a r e  very low in  absolute terms for 

all sources. The highest time cost category was for family loans which has  been 

distorted by one borroder who traveled 400 kilometers to borrow agricultural 

production funds from a relative. Cash costs were also very low, under one 

lcmpim cxccpt for thc family loan cntcgory. 

TABLE 15 

Average Transactions Costs for Group Members 
From the Sample Survey 

(lempirasa) 

Average Transactions Cost 
Time Cash Total Loan a s  a Percentage 

Loan Source Costs Costs Costs Size of Loan 

Moneylender 2 . 7  0 . 9  3 . 6  1 7 9 . 0  2 . 0  
( N = l l )  

Family 3 . 3  1 . 4  4 . 7  8 5 . 0  5 . 5  
(N=15) 

Friends 2 . 5  0 . 8  3 . 3  6 2 . 0  5 . 3  
(N -53)  

Subsistence 1 .1  0 . 9  2 . 0  4 1 . 5  4 . 8  
(N=36) 

In-kind Advances 2 . 1  0 . 4  2 . 5  2 2 . 3  1 3 . 0  
(N=42) 

Cash Advar~ces 2 . 4  0 . 3  2 . 7  9 4 . 0  2 . 9  
(N=18) 

Retail Loans 2 . 8  5 . 9  8 . 7  2 2 7 . 0  3 . 8  
(N=7) 

Source : Arrthor's sample survey, September 1981. 

a 1 lempira = . 5  U .S. dollar. 

b ~ i m e  costs were computed el 4  lempiras per day. 



Transactions costs as a percent of the loan were high for in-kind advances 

due mainly to the small size of these loans, 22.3 Icmpirns. T h e  in-kind loans 

had the smallest average size of all loans, while moneylendep loans were the 

highest. The transactions costs as a percent of the loan remained at 5.5 percent 

or below for all categories except the in-kind advances. 

In summary, the survey results showed that the biggest transaction cost 

componcnt for reform group borrowers from inform1 sources is that of tirnc. 

The ratio of time costs to cash cost was over one except for retail loan. 

The total borrowing costs are somewhat more difficult to determine. When 

there is an explicit interest ra te ,  as in the cases of moneylenders, families and 

friends, it is easy to determine the interest costs. The other lenders, who do 

not explicitly charge interest, undoubtedly obtain an implicit rate because of 

their ability to raise the costs of inputs or lower the prices that they pay for 

products compared to what the true market prices would be. This rate,  however, 

is more difficult to determine since it must be figured on the basis of a given 

product purchase or input supply basis. 



VI. RELATIONSHIP BETWEEN CREDIT A N D  SOURCES OF INCOME 

Sample survey data permit a preliminary examination of the  relationship 

between credit use by rcforn~ groups and sources of incomes of their members. 

Table 16 presents data showing that rnenibers of groups with bank crcdit 

(BANACESA and commercinl bank) derive a relatively much larger proportion 

of their income from collective farming than those without bank credit.  This 

would bc cxpcctcd since bank credit is only given for collective operations. 

Members of groups without bank credit derive relatively more income 

from their  individual plots than those with bank credit .  This, too, would be 

expected but it is interesting to note that their plots average only 23 percent 

more size (1.6 compared to 1 . 3  mnnzanns) than those men~bcrs of groups with 

credit.  

TABLE 16 

Group Members' lncome Rankings by Source of Income, 
From the Sample Survey 

Members I ndicating Rankings by Members of Relative 
I ncome Source Source of l ncome I mportance of l ncome Source 

1 st 2n d 3rd 

Members in Groups with Bank Credit 
(Percent of Total, N=112) 

Collective Projects 96.4 

Individual Parcels 82.1 

Off-farm Income 32.1 

Members in Groups without Bank Credit 
(Percent of Total, N=! 59) 

Collective Projects 61.6 42.5 15.7 3.1 

Individual Parcels 86.2 46.5 34.6 4 .4  

Off-farm Income 47.8 10.7 27.0 10,l 

Source : Au:horsl sample survey,  September 1981. 
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What is most striking i s  the relative i m p ~ ~ t a n c e  assigned to off-farm income 

by the members of groups without bank credit. Not only does a larger percentage 

work off the farm, but  when they do, they work an average of 64 percent more 

time per year. 14 

Therefore, it would appear that bank credit to  a group would tend to 

reduce substantially the  amount of that group's members off-farm employment. 15 

* J  
It will also tend to shift production from private to collective plots. Viewed the 

other way, the lack of group credit will tend to encourage members to seck 

off-farm employment and increased production on their individual plots. A 

probable explanation is  that group bank credit has built-in provisions for 

members to carn daily wages. Without access to these funds they are  forced 

to look elsewhere for sources of income. 



VII .  SUMMARY, CONCLUSIONS A N D  RECOMMENDATIONS 

Summary and Conclusions 

The Importance of the Reformed Sector 

In comparison to thc total agricultural scctor the 1-eformcd scctor is 

relatively small. It encompasses only about 8 percent of the nation's farm land 

and 9 percent of the  rural families. However, measured in terms of i t s  total 

signific:lnce it i s  much larger because, through land reform and related services, 

it rcprcsents the major thrust  in Honduras to improve income distribution, 

enhance social mobility and increase political participation in rural areas. 

The reformed sector Is relatively new, virtually no land was redistributed 

until 1962 when the first land reform law was passed. It wasn't until after 

December of 1972,  when Decree No. 8 was passed, that much land reform 

iictually took place. More than 87 percent of the  current beneficiaries of land 

rcform have received their land since that  date. Most of the redistributed land 

h a s  come from public properties. 

Thc basic organizational unit in the reformed sector is the reform group, 

which is conq~osed of the beneficiaries of land reform. The members of the  

group administer the group through elected officers. Most q o u p s  practice the 

collective mode of farming although in most instances each member maintains 

an individual plot for producing goods for home consumption. The collective 

mode i s  encouraged b y  campesino organizations and is necessary to obtain 

group credit. Somc groups, usually lhose non-affiliated, choose to have their 

members ftlrm the land in individual plots. 

In 1961 the I-Ionduran government established I N A  to implement the  land 

~'c-l'om ln*ugra~n. and to the present INA i s  the  principal government institution 

dealing with the reformed sector, although several others carry  out specific 



responsibilities. 

assistance, and 

These include BANADESA for credit,  M R N  fop technical 

DIPOCOOP for assistance in developing cooperatives. In the 

last several years an inter-institutional system has been established to coordinate 

the services of several government agencies to improve the  delivery of not only 

economic but  also social services to the newly-established regional cooperatives. 

Because of the reformed sectoh multiple needs, the inter-institutional system 

represents an app'opriate movement by the government to coordinate the efforts 

of the several government institutions that deal with the  reformed sector. At 

present the concept is  confined to the regional cooperatives but has possibilities 

of being extended to reform groups that do not participate in the regional 

coopc?r:~tivc systcm. I t  should bc noted, howevcr, that thc systcm has dcmon- 

strated some deficiencies and ineffectiveness. These need to be resolved befosc 

the system i s  extended. 

Cunlpesino organizations are  another important element in the reforlaled 

sector. Historically they have been very active in pressuring the government 

for land reform and associated services a s  well as  in organizing campesinos a s  

reform groups, often by means of land invasions. Currently about 84 percent 

of the reform groups a re  affiliated with thesc organizations. There are three 

national organizations of which ANACH is  by far the largest. These organizations 

represcnt a very active and dynamic forcc in representing the  interests of the 

reform groups in front of the  government. 

CVc concludc that thc reformed scctor is of ronsidcr:~ble importance in the 

po1itic:ll cconomy of I1 on duras  . Thc experiences in the  neighboring countries 

of El Salvador and Nicaragua will undoubtedly lead to efforts in Ilonduras to 

mitigntc the possibilities of similar internal uprisings. 'l'hcrcforc p ~ ~ o g r i ~ n ~ s ,  

such as land reform and services for the rcformcd sector, arc likely to be 

given greater emphasis. This, in combination with well-organized activist 



campesino organizations, will be the important factors in causing the government 

to continue to undertake land reform and provide better services to the rcformed 

sector. Credit will be one of the services to be provided. 

Credit 

Credit usc. Credit flows to the reformed sectois in two basic ways: to 

the groups and to the individual group members. With respect to the former, 

we estimate that 56 percent of the 1,369 reform groups received credit in 1980. 

Of this amount 57 percent c a m  from BANADESA.  Thc rest came from many 

sources but was concer.trated in a few loans from commercial banks and cash 

advances from large firms ihat market and/or process major commercial crops. 

Credit is  concentrated in several regions of the country: the northern, Atlantic 

Coast and southern parts of the country. BANADESA credit was concentrated 

in several enterprises, especially African Palm. It was not uncommon for 

to have credit simultaneously from more than one lender. 

Members of groups do not use credit as individuals very frequently. 

Sample survey uata showed that none used bank credit. The most frequent 

source was from friends and family but only about 26 percent had availed them- 

selves of such credit in the year. Very few had credit for moneylenders or 

retail traders. Somewhat more common were loans consisting of cash advances 

from marketing firms and in-kind inputs Trom suppliers. 

Credit delivery. Sample survey data were used to study credit delivery 

systems, especially the borrower transaction cost components. The results 

showed that the system employed by BANADESA for lending to groups, although 

quite complex and cumbersome in itself, was quite efficient when measured or1 

;I IWI* ~ncnlbcr bnsis or :is :i perccntclge of c~rnourit borrowed. Thc reason for 

tho f'oiln~er is th:lt the time-consuming tasks of obtaining credit within the group 



are handled largely by two officers. In the  case of the  lat ter ,  the low percentage 

is due to the rather sizable costs being figured against large-sized loans. 

Compared to other lenders the BANADESA system was quite complex and 

costly. This strongly suggests that the BANADESA credit delivwy system 

should bc rcviscd with thc view of not only lowcring bowowcrs trans:lclions 

costs but  also operating costs of the Bank. 

Credit delivery systems employed in loans for the individual farmers were 

found to be very simple and low-cost. The explicit or  implicit interest charges,  

' with exceptions of many loons from family and friends, were found to be 

considerably higher than those charged by banks. 

Technical assistance. - Provisions are  made for the  M N R  to provide technical 

assistance for agricultural production to groups. In practice, however, the 

service appears to be inadequate. When given, advice is superficial and often 

turns  out to be wrong. The new inter-institutional system i s  n means designed 

to better provide technical assistance in the regional cooperatives. However, to 

date its success has been limited. 

Some of the problems associated with technical assistance can be attributed 

to the difficulties in providing these services to the rapidly increasing numbct* 

of groups in the reformed sector o r  by a country that has limited human and 

financial resources. Clcarly , considerable morc work nceds to be clone to improve 

tlicsc scrviccs. 

Savings n~obiliz:~tion. There is  not much emphasis on savings nwbilixcltion 

among the reform groups. Most groups have provisions in their statutes for 

retaining earnings from the collective operations to be used to undertake future 

investments and to use a s  operating funds. Most of the cooperatives do not 

nccumul,?te much in this manner. Some groups have intcrest-bearing accounts 

for members. Few members take advantage of them. 



Delinquency. An important symptom of the  problems associated with 

credit to groups is  the high level of delinquency. Currently some 32 percent 

of I3ANADESA1s outstanding loans are  delinquent. Many more would have been 

had they not been refinanced. The sample survey showed that 88 percent of 

the groups had received a BANADESA loan. Of thosc receiving loans '73 per- 

cent had been delinquent. Ol' those that wcre at one tiine delinquent 35 p e r -  

cent had bcen ~~el'inuncccl. I t  c m  be concluded that BANADESA htis tcndccl to 

finance a large plloportion of a11 groups, prcsumably whcn they were organized; 

but  many have not repaid. 

This amounts to a considerable income transfer from BANADESA to the 

it is not eligible fur future BANADESA loans. The lack of current  credit is 

clebilit:~ting Lo thc group and  virtually condcmns i t  to thc vicious cil'clc b1' 

povcrty. This raises the question as to whether BANADESA should be so 

willing to make these !oms. If inclecd the purpose is to subsidize a newly 

formed group thcrc arc othcr ways without using the crmlit mcchunism that 

will not pltlcc both BANADESA :md the groups in financial straights. 

Factors that contribute to delincluency tend to be highly associated with 

land quality. Many groups a r e  located on unfertile soils, o r  on farms that a re  

distant from markcts. Somc groups have fertile soils bu t  lack the improvements 

or  infras t~wcturc  necessary for water control. These may be the results of 

the policy of r ~ d i s t ~ i b u t i n g  public lands that were of low intrinsic quality and 

not benefited by improvements and infrastructure. 

Poor markets also contribute to delinquency. High transportation costs and 

low prices are  common clue to undcrdevcloped market structul*es. Somc p o u p s  

wcrc givcn advice to grow certain crops by technical agents but  found that 

inadequate markets existed to absorb the  pyoduction. 



In general, technical assistance is 1acki:ig. Most groups have received 

little advice and ,  when it has been given, it has not been well thought out. 

Group organization i s  undoubtedly another factor contributing to delinquency. 

Groups that arc  recently formed may not have dcvcloped thc cxpcricnce in 

collective farming nor the cohcsiveness to function wcll. 

There is another factor that also appears to be of considerable importance 

in contributing to delinquency. This i s  that BANADESA lcnds money to the 

group to pay full wages to i t s  members during' the growing season. A s  such 

the mcmbcrs get first claim on the loan ancl should thcrc be production or  marketing 

problems there may be insufficient revenue to pay back 1112 loan. When this 

occurs, thc mcnibcrs get a short-term income gain but at  the cost of future 

incomes a s  future credit is denied because of the resultant delinquency. Moreovep, 

it might be argued that this system lessens the incentive for the  group to be 

concerned about efficient production because the members have already gained 

their labor s h a m  and ,  thus ,  do not I'ecl the pressure to wollli harder and  more 

efficiently to raise production. The resultant lack of more cfficicnt production 

lcsscns revenues and could contribute to the delinquency problem. 

Clcarly thcrc arc  il number of factors that c:m be c11:ingcd to reclucc 

dclinqucncy and irnprovc the benefits of crcdit to thc rcf'orm scctor. Thcse 

include better  initial land, more infrastructure to control water, improved markets, 

more and more appropriate technical assistance, grcatcr emphasis on properly 

organizing groups before they receive credit and the elimination of ,  or a 

reduction in ,  the amounts loancd t o  groups to cover membcrs' wages. Wcrc 

these mwsurcs undcrti~kcn it i s  likely that dclitic~ucncy woulcl t lwli~lc considcl*:il?ly . 
Political economy of credit.  Earlier the political cconorny of' 1londur:ln lund 

rcrorni was cstablishcd. 'l'hc m:mncr in which crcdit is cstcndccl to thc rcfomccl 

scctor, cspecially that lcnt by BANADESA , reinforces this atlgument. Indced, 



high level BANADESA officials told the authors that they were very sensitive 

to the pressures placzd on the Bank by the reformed sector. 

The fact that BANADESA apparently makes loans to most new groups, often 

based upon flimsy feasibility studies o r  with reasonable expectutions that the 
- 

loans will not be repaid is evidence of how the government thinks it necessary 

to subsidize the sector. Thc temporary income transfers that are  part of thc 

crcdit delivery system are  an important means by  which the government , through 

BANADESA, can patronize the sector. The fact that BANADESA does not actively 

push for repayment of delinquent loans i s  another indicator. 
- 

The future pressures upon the government for land reform and for BANADESA 

to supply credit to the reformed sector will perhaps be even stronger than at  

present given the increasingly large numbers of rural landless in combination 

with greater prcssures for land reform in the  current political environment. Under 

these circumsl:~nces it can be expected that the government will continue to cxpund - 

land reform and ,as  part of the paclcage,credit services. The present study sheds - 

some light on measures that would be important in the credit expansion program. 
-- 

This report concludes with our recommendations. 

Recornmenda t ion s 

1. In addition to developing programs and policies for expanding the 

credit flow to the reformed sector strong efforts need to be directed to correcting 

the clcficiencics surrounding the prescnt programs in order to improve the 

efficiency of crcdit usc in tllc ~~el'urmxl scctor. 

2. I11 the present setting the major problems concerning credit use in 

the ret'ormed sector do not emanate from the credit problems per se but rather 

I'l-om thc whole sct of factoles that surround the use of the credit in the scctor. 



These includc:: the quality of land, the availability and quality of technical 

assistance, the presence of adequate markets, and the organizational capabilities 

of the individual reform groups. If these factors, that constitute the environment 

in which credit operates, 'were properly in plncc the chances of credit being 

uscd efficiently and loans being repaid would substantially increase. Were this 

to occur the economic viability of the several reform groups as  well a s  the 

reformed sector would follow. 

ThereSore, it i s  clear thui considerable efforts necd to be directed towards 

improving thc total environment sullrounding production in thc reformed sector. 

If this is  not done then our prognosis i~ ,hat many reform groups,  both those 

presently in existence, and those to be constituted in the future will mire in a 

state of stagnation due to loan delinquency. Some specific recommendations are  : 

a .  Improve the land quality of the reformed sector. In future land 

reform do not place groups on land of marginal quality. Moreover, 

develop a proper transportation and water control infrastructure to 

service the newly settled weas .  In established areas,  where necessary, 

undertake land improvements to improvc the quality of land. 

b .  Improve marketing. All too often reform groups were programmed 

to grow crops for which the market had not been adequately developed. 

Other groups suffer from lack of transportation infrastructure and/or  

storage facilities. Where appropriate encourage groups to  tie in with 

commercial marketing firms to ensure adequate markets. 

c .  Irnprovc technic:~l ;issisluncc. The inter-institution:il system i s  a good 

move in theory but in practice has proven to be ineffective because 

i t  has not provided the services needed. This may be due to 

organizational or structural deficiencies o r  it may be duc to "inherent 

weaknesses in the  prepra t ion  of the technicians involved to undertake 

the  work asked them. 
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d.  Improve the organization of the reformed groups. When collective . 

farming and group credit is used it i s  fundumental that the  groups 

be well organized and cohesive in order to have long-run success and 

viability to function a s  a group. The current  efforts of I N A  and the  

carnpesino organizntions need to be reinfor ccci. 

c .  At tcntion shou!.d bc directed towards forming tiltcrnativc structures 

of groupings of reform groups in order to  more efficiently reach the 

reform groups with credit and other services. The ANACN-type 

regional cooperatives a re  one possibility. Another i s  the  integral 

coopcrntivc- type presently being developed by DIFOCOOP . 
3 .  The credit programs per s e  in the  reformed sector a re  less problematical 

for the future  development of the sector than is the above-mentioned environment 

in which the credit operates. However, there are  a number of ways in which 

the credit programs could be improved. 

:I. The collective modc ol' I':wming should ue maintained. I t  lcnds itself 

well to thc g.tDoup Icnding credit delivery system. I t  i s  compntiblc 

with the concept of the reform group. 

b.  In the case of BANADESA credit ,  efforts should be made to pare out 

the excessive paperworlc and associated transactions t.Q:itt;, Although 

such costs are  not onerous for group lending bcca~lse they are  spread 

over many group members, they still represent an excessive amount . 

of time for the group officials. 

Even more important i s  the  effect of these costs on BANADESA. 

The Bank's operating costs could be reduced substantially were their 

operatin g procedures drastically simplified. 

c .  The tlrlnangcment between MNR and BANAUESA specifying that the 

M N R  agent must sign off prior to all BANADESA disbursements does 



not appear to  be very effective n s  a program of technical ncsistance 

nor a s  a control over loan use. 

d .  The BANADESA practice of l endhg  for full wages of group members 

should be  revised since it destroys incentives and hinders I-epayment. 

Perhaps i t  should be eliminated or  a t  least modified to provide only 

partial wage payments until the  loan is repaid. In our view this 

move would reduce delinquency considerably. Such action would be 

expected, however, to meet considerable ilesistunce from the campesinos 

who are  long accustomed to  this income transfer.  

e .  The differentials in BANADESA interest rates should be eliminated 

such that the rates are  unifom across various enterprises. As now 

structured the differential rates serve to foster credit diversion and 

provide income transfcrs.  Reform sector interest rates should be at  

the  same level a s  those for banks in the rest  of the agricultural sector. 

f .  Efforts should be made to look to other sources, aside from BANADESA, 

to supply credit to the sector. Somc commcrci:ll banks and murlccting- 

processing firms have already dcmonstratcd thcir willingness to lend 

for certain enterprises and under certain arrangements. Efforts need 

to be explored to further develop these sources of credit.  

4 .  Greater emphasis needs to be placed on savings mobilization in the  

reformed sector. Increasing evidence around the world shows that  small and 

even poor farmers save. Rlost groups have provisions for savings already in 

place. Civcn the right in tcrest incentives group members should save within 

tlic rcf'orm group and thus providc a n  :idditionnl mcnns f'or self-fiixmcing within 

thc groups as wcll a s  I'inmcial intcrmedintion among group members. 

5. Finally, if it i s  necessary to subsidize reform groups, by mcans of income 

transfers,  especially when they are  first established, don't use the credit mechanism. 

I t  only serves to create serious long-run problems for both the groups and lending 

institutions. 



ENDNOTES 

There a r e  three types of structures under which reform groups are  
organized. First are  Agricultural Enterprises which can be formed 
with five members and were established by the  1975 Agrarian Reform -- 

Law. Sacijnd nro Cooperatives which are organized under Honduran 
cooperative legislation. The third is  assentamicntos which hnvc :I less 
fo~*ronl stFucturc trild formally rcquire twclvc rnen~bcrs :~llllough many - 
11;tvc less. 

-A 

Agcrlcy I'or International Development, Agricul tu~~t l  Sector i\sscssnlc~lt 
for Honduras (Tegucigalpa); August, 1978, p .  9. 

Ejidal lands are defined a s  those lands whose usufruct r ights have been 
- 

passed to municipalities' local communities. 

The seven projects and founding dates a r e :  Catacamas, 1951; Valle - 

de Lean, 1954, Guaymas, 1958; Monjaras, 1959; La Ola, 1959; Taita-Bicoche, 
1960; and Buena Vista, 1961. These projects were under the  supervision - 

of RIRN . 
Posas , Mario, 
Guaymuras 2 ,  

Ibid. 

El movimiento carnpesino hondurefio (Tegucigalpa, Editorial 
May 1981), p. 31. 

The legal minimum size of a reform group depends on i ts  organizational 
- 

structure.  The agricultural enterprises can be organized with five 
members whilc thc cumpesino groups and cooperatives need twelve membevs. 
This rule does not appear to be enforced by either INA, BANADESA o r  

- 

the campesino organizations. 

The results from the sample survey demonstrated that reform groups 
with pasture a res  but without cattle projects tend to rent  their pasture 

- 
land. This appears to  bc  a major income source for groups without 
formal credit in 1981. Rext income is  either distributed among members - 
or applied to the  collective projects. 

- 

Posas. Mario, lucha ideolbgies y organizacih sindical en honduras 
1054-65 (Tegucigalpa, Editorial Guaymuras 2, May 1981), p. 41. 

Posas , Mario, El movimiento campesino hondureiio (Tegucigalpa, Editorial 
Guaymuras 2,  May 1981), p.  15. 

See ,Appendix A. - 

Gat5 from chapter in this report by  Douglas Graham and Carlm Cueviis - 

entitled "BANADESA-Delinquency Question, Lending Costs and a Rcview 
- 

of the Transactions Costs ,Survey. See this chapter for a detailed 
discussion of BANADESA delinquency. 

The interest rate charged on each loan was weighted by the loan size of - 

each loan .rind then the average was computed. 
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14 .  The average wage received per worker was 5.9 lempiras per day. 

15. To the extent this were to occur on a large-scale basis, say due to 
a major new credit program, i t  would be expected to impact on regional 
labor markets by reducing the supply of available labor. 



ANNEX A 

SAMPLE SURVEY DESIGN 

The reformed sector credit study was complemented with a field sample 
- 

survey consisting of interviews with 48 reform groups and 271 members of those 

groups. In general, the objectives of the  reform group survey was t o  determine 

the credit us2 and borrowing costs associated with credit use  for the one-year 

period, September 1980 - August 1981. Comparisons were to be  made among 

reform groups with credit and among reform groups without credit. Individual 

membeiss of these groups were also surveyed with the  objective to assess the 

credit use nnd borrowing costs of' informal crcdit :Iltern:~tivcs by thosc nlcmbers. 

The sample of reform groups to be interviewed was drawn from a list of 

groups supplied by INA and then stratified by  region, by campesino organization 
- 

and by 1981 credit use and non-use. 

The three regions included in the  sample were the  Choluteca area,  the 

San Pedro Solis area and the  Atlantic Coast. The basic consideration for choosing 

these three regions was the heavy concentration of reform groups in them. There 
- 

- 

were 980 groups in the three regions or  72 percent of all reform groups. Thus,  
- 

with this concentration of groups the sample would be more representative of all 

the reform groups in Honduras. 
- 

The groups were further stratified by  affiliation and non-affiliation with - 

campesino organizations. Each campesino organization employs i ts  own strategy - 

for support services to their affiliates, including credit services. Since one 

of the major objectives of the study was to evaluate the credit performance in - 

the reformcd sector, it was determined that the  influence of these organizations 

would be an important aspect. The independents were also included in the 



sample in order to test the credit performance and credit use of these groups 

compared to the affiliated reform groups. 

The final stratification of the sample was by use and non-use of credit, 

Under the time frame for the survey it  was estimateci that approximately 48 

groups would be interviewed, or 3 groups a day, by the trained team of five 

interviewers. The survey instrument took about 2 hours to complete. Thus 

16 groups were interviewed to each region, 6 with credit and 10 without credit. 

This proportion was selected in order to reflect the total proportion of groups 

receiving credit in the country and to allow comparison of credit groups by 

campesino organization. 

Group members were chosen according to their immediate availability. 

Initially, a struct1.1ral random approach was tried but it resulted in excessive 

delays because it was impossible to obtain lists of members from non-credit 

groups. Therefore, it was determined that ,  under the limited time frame, the 

advantages of an increased sample size would outweigh the disadvantages of a 

more scientific sample draw. There was an average of 5.6 members interviewed 

per reform group. 





I n  o r d e r  t o  h e l p  i d e n t i f y  r e c e n t  changes  i n  t h e  c r o p  

a g r i c u l t u r e  s e c t o r ' s  use  of  f i n a n c i a l  c a p i t a l ,  t h i s  c h a p t e r  

i d e n t i f i e s  t r e n d s  i n  economic i n c e n t i v e s  f o r  Honduran c r o p  pro-  

d u c e r s  d u r i n g  t h e  p a s t  t e n  y e a r s .  I n  t h e  f i r s t  s e c t i o n  of t h e  

c h a p t e r ,  r e c e n t  t r e n d s  i n  d i f f e r e n t  economic s e c t o r s 1  v a l u e  added 

p e r  u n i t  of p r o d u c t i o n  are examined. T h i s  a n a l y s i s  s u g g e s t s  how 

w e l l  c r o p  a g r i c u l t u r e  has  been a b l e  t o  compete f o r  f i n a n c i a l  and 

o t h e r  r e s o u r c e s  w i th  o t h e r  s e c t o r s  of t h e  Honduran economy. The 

second  s e c t i o n  t r a c e s  changes  s i n c e  1970 i n  p r i c e s  f o r  d i f f e r e n t  

c r o p s  and a g r i c u l t u r a l  i n p u t s .  From t h i s  d i s c u s s i o n ,  one can 

i d e n t i f y  i n c e n t i v e s  t o  r e d i r e c t  r e s o u r c e s  from t h e  p r o d u c t i o n  of  

one c r o p  t o  a n o t h e r  d u r i n g  t h e  p a s t  decade .  

The t h i r d  s e c t i o n  o f  t h i s  c h a p t e r  a s s e ' s s e s  how government 

p o l i c y  a f f e c t s  p r i c e  i n c e n t i v e s  o p e r a t i n g  w i t h i n  t h e  c rop  a g r i -  

c u l t u r e  s e c t o r .  The p o l i c i e s  d i s c u s s e d  i n c l u d e  consumer p r i c e  

c o n t r o l s  and e x p o r t  t a x e s .  Also examined i n  some d e t a i l  a r e  t h e  

s e t s  o f  p o l i c i e s  a d m i n i s t e r e d  by two quas i -gove rnmen ta l  o r g a n i -  

z a t i o n s :  t h e  I n s t i t u t o  ~ o n d u r e n o  d e l  ~ a f ;  (IHCAFE), which ove r -  

s e e s  domes t i c  and i n t e r n a t i o n a l  marke t ing  of  t h e  c o u n t r y ' s  c o f f e e  

c r o p ,  and t h e  I n s t i t u t o  ~ o n d u r e n o  de Mercadeo A g r i c o l a  ( I H M A ) ,  

which a t t e m p t s  t o  s t a b i l i z e  and s u p p o r t  p r i c e s  i n  t h e  marke t s  f o r  

t h e  c o u n t r y ' s  f o u r  b a s i c  g r a i n s  ( c o r n ,  r i c e ,  beans ,  and sorghum) .  

F i n a l l y ,  i n  o r d e r  t o  show how Honduran a g r i c u l t u r e  has  responded 

t o  chang ing  econornic i n c e n t i v e s ,  t h e  f o u r t h  s e c t i o n  c o n t r a s t s  



c r o p  p r o d u c t i o n  t r e n d s  d u r i n g  t h e  p a s t  t e n  y e a r s  w i t h  contempor- 

aneous  t r e n d s  i n  r e a l  p r i c e s  f o r  a g r i c u l t u r a l  pi-oducts.  

I. TRENDS I N  RELATIVE INCENTIVES: CROP AGRICULTURE VERSUS 
OTHER SECTORS 

During t h e  1 9 7 0 1 s ,  food  p r i c e s  i n  Honduras e x h i b i t e d  some 

ve ry  d r a m a t i c  nominal  i n c r e a s e s .  Tab le  l1  s d a t a  i n d i c a t e s  t h a t ,  

s i n c e  1971, r e t a i l  food  p r i c e s  r o s e  130 p e r c e n t  w h i l e  t h e  con- 

sumer p r i c e  i ndex  (CPI) r o s e  o n l y  112 p e r c e n t .  Except  f o r  1976 

and 1979,  t h e  r a t e  of i n c r e a s e  i n  food p r i c e s  o u t s t r i p p e d  t h e  

r a t e  of CPI growth i n  each  y e a r  of . t h e  1971-1980 p e r i o d .  A 

r e a d i n g  o f  Appendix Tab le  1 shows t h a t  t h e  same r e l a t i o n s h i p  

between food  p r i c e s  and t h e  CP.I can  be obse rved  i n  t h e  c o u n t r y ' s  

two rnajor c i t i e s ,  Teguc iga lpa  and San Pedro de  S u l a .  

Based on a  cornparison of r a t e s  of growth i n  r e t a i l  food 

p r i c e s  and t h e  CPI, a rguments  have been made t h a t  r e l a t i v e  r i s e s  

i n  r e a l  food p r i c e s  a l l owed  f o r  t h e  accumula t i on  of  c a p i t a l  

d u r i n g  t h e  1 9 7 0 1 s ,  which cou ld  have been used f o r  i n v e s t m e n t  

t h r o u g h o u t  t h e  Honduran economy. * O f  c o u r s e ,  t h i s  argument 

f a l t e r s  on two c o u n t s .  F i r s t ,  because  food p u r c h a s e s  a c c o u n t  f o r  

o v e r  h a l f  of t h e  e x p e n d i t u r e s  needed t o  a c q u i r e  t h e  market  b a s k e t  

o f  goods and s e r v i c e s  t h a t  t h e  Banco C e n t r a l  d e  Honduras u s e s  t o  

c a l c u l a t e  t h e  CPI, t h a t  i ndex  i s  a poor  ba rome te r  b o t h  o f  i n f l a -  

t i o n  and o f  food  p r i (  s i n c r e a s e s 1  impac t  on i n f l a t i o n .  Second, 

SJ as i s  shown i n  t h e  f o l l o w i n g  s e c t i o n ,  a s i z a b l e  r i s e  i n  a g r i -  p 
c u l t u r a l  i n p u t  c o s t s  h a s  accompanied r e c e n t  food  p r i c e  i n c r e a s e s .  

T h e r e f o r e ,  i t  is i n c o  

* V a l l a d a r e s ,  Edmunds 
P i n a n c i a m i e n t o  d e l  

r r e c t  t o  conc lude  

, I1Analysis  C r i t i c  
D e s a r o l l o  Apl icado 

t h a t  t h e  sum 

o  d e l  Modelo 
e n  Honduras 

o f  p r o f i t  



TABLE 3 

RATES OF INCREASE I N  CPI AND RETAIL FOOD PRICES, 1971-1980 

Entire Period 111.62 

. . 
Year - 
1971 

1972 

1973 

1974 

19 75 

1976 

1977 

1978 

19 79 

1980 

X Increase i n  CPI 

2.12 

3.61 

5.67 

X Increase i n  Food Prices  

3.18 

4.75 

5.79 

16.51 

9.33 

3.93 

Source: Banco Central (See Appendix Table 1 ) 



r e n t s ,  and wages has  i n c r e a s e d  i n  t h e  a g r i c u l t u r a l  s e c t o r  a t  

anywhere n e a r  t h e  r a t e  a t  which food p r i c e s  have r i s e n .  

A more a c c u r a t e  i n d i c a t i o n  of changing  i n c e n t i v e s  t o  i n v e s t  

i n  a  c ropp ing  e n t e r p r i s e  i s  g a i n e d  from a corrlparison of  g rowth  i n  

c r o p  a g r i c u l t u r e 1  s v a l u e  added ( i . e . ,  wage, r e n t s ,  and p r o f i t s )  

p e r  u n i t  of p r o d u c t i o n  w i th  growth i n  o t h e r  s e c t o r ' s  p e r  u n i t  

v a l u e  added (PUVA). Such a comparison can be made on t h e  b a s i s  

o f  d a t a  r e p o r t e d  i n  Appendix Table  2. Each e n t r y  i n  t h a t  t a b l e  

r e p o r t s  t h e  f o l l o w i n g  r a t i o :  

change i n  PUVA i n  c r o p  a g r i c u l t u r e  s i n c e  b a s e  y e a r  (1966)  
change i n  PUVA i n  o t h e r  s e c t o r  s i n c e  b a s e  y e a r  

The o t h e r  s e c t o r s  i n c l u d e  l i v e s t o c k ,  manufac tu r ing ,  s e r v i c e ,  

and government.  ( F o r  a n  e x p l a n a t i o n  on how t h i s  r a t i o  can b e  

d e r i v e d  u s i n g  Banco C e n t r a l  d a t a ,  s e e  t h e  m e t h o d o l o g i c a l  n o t e  a t  

t h e  end of  t h i s  c h a p t e r . )  A l l  o t h e r  t h i n g s  b e i n g  e q u a l ,  a  v a l u e  

o f  l e s s  t h a n  1 .00  i n d i c a t e s  r e l a t i v e  growth s i n c e  t h e  b a s e  y e a r  

i n  i n c e n t i v e s  t o  i n v e s t  o u t s i d e  of c r o p  a g r i c u l t u r e .  

The g e n e r a l  l e s s o n  t o  be drawn from Table  2 is t h a t  c r o p  

a g r i c u l t u r e  was a  much worse i nves tmen t  (when compared t o  t h e  

o p t l ~ n s )  i n  1971 t h a n  i t  had been f i v e  y e a r s  e a r l i e r .  F u r t h e r -  

more,  it h a s  t a k e n  some time f o r  t h a t  s e c t o r  t o  make a rebound. 

I n  1974, t h e  r e l a t i v e  a t t r a c t i v e n e s s  of i n v e s t m e n t  i n  c r o p  a g r i -  

c u l t u r e  and t h e  s e r v i c e  i n d u s t r i e s  was a b o u t  what i t  had been i n  

1966.  I n  1976, c r o p  a g r i c u l t u r e  r ecove red  t h e ,  same r e l a t i v e  

p o s i t i o n  v i z .  l i v e s t o c k  and t h e  p u b l i c  s e c t o r  t h a t  i t  had occu- 

p i e d  t e n  y e a r s  e a r l i e r .  F i n a l l y ,  t h r o u g h o u t  p r a c t i c a l l y  a l l  of 



TABLE 2 

RELATIVE CHANGES IN VALUE ADDED PER UNIT OF PRODUCTION:* CROP AGRICULTURE VERSUS OTHER SECTORS, 1966-1980 

Crop Agriculture 
vs. Livestock 

Crop Agriculture 
vs. Manufacturinq 

1.00 

0.84 

0.75 

0.81 

0.83 

0.87 

0.97 

0.99 

1.03 

1.05 

0.94 

1.08. 

Crop Agriculture vs. 
Service Industries 

1.00 

0.92 

0.80 

0.87 

0.88 

1-00 

1.13 

1.20 

1.39 

1.40 

1.24 

1.40 

Crop Agriculture 
vs. Public Sector 

Crop Agriculture 
vs. Rest of Economy 

* For explanation oflrow indips are calculated, seemethodological note.  



t h e  post-1966 p e r i o d ,  t h e  r e l a t i v e  i n c e n t i v e s  t o  make a n  i n v e s t -  

ment i n  m a n u f a c t u r i n g  r a t h e r  t h a n  i n  c r o p  a g r i c u l t u r e  were 

s t r o n g e r  t h a n  they  had been i n  1966. Only i n  t h r e e  y e a r s  (1977,  

1978,  and 1980)  a f t e r  1966 was t h e  r e v e r s e  t r u e .  

S i n c e  much of B o n d u r a s l s  beef  i s  sh ipped  i n  a p r o c e s s e d  form 

t o  t h e  Uni ted S t a t e s ,  t h e  e v i d e n c e  t h a t  t h e  l t v e s t o c k  s e c t o r  

o f f e r e d  more l u c r a t i v e  Inves tmen t  o p t i o n s  d u r i n g  much o f  the 

1966-1980 p e r i o d  s u g g e s t s  t h a t  t h e r e  were r e l a t i v e  i n c e n t i v e s  t o  

p roduce  f o r  e x p o r t  r a t h e r  t h a n  f o r  domes t i c  consumption were 

s t r o n g  d u r i n g  t h e  same p e r i o d .  I n  t h e  f o l l o w i n g  s e c t i o n ,  t h i s  

i n c e n t i v e  t o  p roduce  f o r  e x p o r t  w i l l  be c l a r i f i e d  t h rough  an  

a n a l y s i s  of p r i c e  changes  w i t h i n  t h e  c r o p  a g r i c u l t u r e  s e c t o r .  

B e s i d e s  t h e  g r a d u a l  improvement i n  i n c e n t i v e s  t o  i n v e s t  i n  

c r o p  a g r i c u l t u r e  t h a t  h a s  o c c u r r e d  s i n c e  1971, a n o t h e r  p a t t e r n  

c a n  be d i s c e r n e d  fbrorn Table  2 ' s  i n d i c e s .  From tirne t o  tirne, t h a t  

s e c t o r ' s  p e r  u n i t  v a l u e  added h a s  i n c r e a s e d  markedly r e l a t i v e  t o  

o t h e r  s e c t o r s 1  v a l u e s .  For  example,  c r o p  a g r i c u l t u r e ' s  p e r  u n i t  

v a l u e s  were p u l l e d  up i n  1975 because  of t h e  food p r i c e  rises 

t h a t  f o l l o w e d  i n  t h e  wake of poo r  h a r v e s t s .  S i m i l a r l y ,  i n  r e c e n t  

y e a r s ,  c iv -1  s t r i f e  i n  n e i g h b o r i n g  c o u n t r i e s  ha s  i n f l a t e d  food 

p r i c e s  t h roughou t  C e n t r a l  America. These p r i c e  i n c r e a s e s  have 

improved t h e  r e l a t i v e  s i z e  of c r o p  a g r i c u l t u r e ' s  v a l u e  added p e r  

u n i t  o f  p r o d u c t i o n .  

However, i t  shou ld  be noted t h a t  "boomI1 y e a r s ,  such  a s  1975, 

a r e  u s u a l l y  fo l l owed  by y e a r s  i n  which p r i c e s  r e t u r n  t o  more 

normal r e a l  l e v e l s .  T h i s ,  i n  t u r n ,  r e t a r d s  t h e  r a t e  o f  growth Ln 

Tab le  2 ' s  i n d i c e s .  It should  be expec t ed  t h a t  ~ q t r e p r e n e u r s  



c o g n i z a n t  of t h i s  p a t t e r n  would r e f  r a i n  from making long-term 

i n v e s t m e n t s  i n  c r o p p i n g  o p e r a t i o n s  based s imply on a n  a n a l y s i s  o f  

c o n d i t i o n s  p r e v a i l i n g  i n  t h e  boom y e a r s .  Indeed ,  t h e  s t o c h a s t i c  

p a t t e r n  of a g r i c u l t u r a l  r e t u r n s  i n d i c a t e d  by Tab le  2 might  

d i s c o u r a g e  i n v e s t m e n t .  

11. TRENDS I N  INCENTIVES WITHIN CROP AGRICULTURE. 

A g r i c u l t u r e  i n  Honduras encompasses a wide v a r i e t y  of p ro-  

d u c t i o n  a c t i v i t i e s .  The Banco C e n t r a l  i n c l u d e s  c r o p  a g r i c u l t u r e ,  

s i l v a c u l t u r e ,  p o u l t r y  and l i v e s t o c k  r a i s i n g ,  and f i s h i n g  i n  t h e  

a g r ~ ~ c u l t u r a l  s e c t o r .  Even w i t h i n  c ~ o p  a g r i c u l t u r e ,  a c t i v i t i e s  

r a n g e  from h i g h l y  mechanized o p e r a t i o n s ,  which prorluce e x p o r t  

c r o p s ,  t o  small u n i t s ,  which u se  p r i m i t i v e  t e c h n i q u e s  t o  p roduce  

c r o p s  f o r  J u s t  t h e  f a r m e r  and h i s  f a m i l y .  One o b v i o u s l y  g e t s  

o n l y  a  very  g e n e r a l  i d e a  of t h e  economic r ea l i t i e s  f a c i n g  f a r m e r s  

f rom in a n a l y s i s  of' v a l u e  added i n  t h e  c r o p  a g r i c u l t u r ~  s e c t o r  as 

a whole. 

T h i s  s e c t i o n  u s e s  two methods t o  p r o v i d e  more p r e c i s e  i n f o r -  

ma t ion  abou t  how economic c o n d i t i o n s  w i t h i n  t h e  c r o p  a g r i c u l t u r e  

s e c t o r  have changed s i n c e  1970. F i r s t ,  terms of  t r a d e  s t a t i s t i c s  

and  v a l u e  added d a t a  f o r  Honduras ' s  p r i n c i p a l  c r o p s  a r e  a n a l y z e d .  

Second, t r e n d s  .In p r i c e s  f o r  s e l e c t e d  a g r i c u l t u r a l  o:.,Lputs a r e  

compared wi th  t r e n d s  I n  p r i c e s  f , o r  n a j o r  i n p u t s .  The! fo rmer  

a n a l y s i s  s t r o n g l y  s u g g e s t s  t h a t  t h e r e  were s t r o n g  : i c t . , ~ t l v e s  

d u r i n g  t h e  1 9 7 0 ' s  t o  s h i f t  from c r o p s  (e .g . ,  b a s i c  yral , : i s )  

d e s t i n e d  f o r  i n t e r n a l  marke t s  t o  e x p o r t  c r o p s  ( e s p e c i a l l y  c o t t o n  

and c o f f e e ) .  The comparison of o u t p u t  and i n p u t  p r i c e  t r e n d s  



I 

I$ 

1 shows t h a t  i n c e n t i v e s  f o r  b a s i c  g r a i n  f a r m e r s  t o  mechanize d i d  
d' 
h n o t  compare w e l l  w i th  e x p o r t  f a r m e r s 1  i n c e n t i v e s  t o  do t h e  same. 
b~:  
4) 

a )  Terms o r  t r a d e  d a t a  and v a l u e  a d d e d j t o t a l  v a l u e  added r a t i o s  F 
.:, Tab le  3  r e p o r t s  terms of t r a d e  among seven  of  Honduras l s  
:: 
3 
7, major  c r o p s :  t h e  f o u r  b a s i c  g r a i n s  i n  a d d i t i o n  t o  bananas ,  
(': 

t, 
1 c o f f e e ,  and c o t t o n .  It s h o u l d  be emphasized tha t  t h o s e  d a t a  

n-. 

9 a 
B% 

p r o b a b l y  e x a g g e r a t e  r a t i o s  of farm-gate  b a s i c  g r a i n  p r i c e s  o v e r  
r.  i ,: fa rm-ga te  e x p o r t  c r o p  p r i c e s .  Unl ike  t h e  p r i c e s  o f  bananas ,  
h 
$" + c o f f e e ,  and c o t t o n ,  p r i c e s  f o r  t h e  b a s i c  g r a i n s  va ry  s i g n i f i -  
*. 
LT ;, c a n t l y  d u r i n g  t h e  c r o p  y e a r .  (The e x t e n t  o f  t h i s  v a r i a t i o n  i s  
F 
\? 
51 i n d i c a t e d  i n  Appendix Tab le s  5 t h r o u g h  8 . )  S i n c e  t h e  p r i c e s  t h a t  
9, 
r 

t i  f a r m e r s  r e c e i v e  f o r  t h e i r  o u t p u t  i s  u s u a l l y  c l o s e r  t o  t h e  a n n u a l  

?,  minimum, Tab le  3 ' s  d a t a  o v e r s t a t e s  t h e  r e l a t i v e  i n c e n t i v e s  d u r i n g  
i: 

any s i n g l e  y z a r  t o  p roduce  c o r n ,  beans ,  r i c e ,  and sorghum. 
'C. 
3: N e v e r t h e l e s s ,  a  comparison of terms of t r a d e  i n  two d i f f e r e n t  
k 

-5 
,'& $.. y e a r s  does  p r o v i d e  good i n f o r m a t i o n  a b o u t  t r e n d s  i n  i n c e n t i v e s .  

When i n t e r p r e t i n g  t h e  t a b l e ,  t h e  r e a d e r  shou ld  remember t h a t  

datum I t i , j I t  ( i . e . ,  t h e  f i g u r e  found a t  t h e  i n t e r s e c t i o n  of row i 

and column j) i n  any one y e a r  (1970 o r  1980)  e q u a l s  t h e  p r i c e  of  

t h e  p roduc t  l i s t e d  at t h e  t o p  of  column j d i v i d e d  by t h e  p r i c e  of  

t h e  p roduc t  l i s t e d  t o  t h e  l e f t  o f  row i. For  i n s t a n c e ,  t h e  r a t i o  

o f  sorghumls  p r i c e  t o  b a n a n a ' s  p r i c e  i n  1980 e q u a l l e d  0.88. (The 

p r i c e  d a t a  used t o  f o r m u l a t e  Tab le  3 ' s  s t a t i s t i c s  a r e  r e p o r t e d  i n  
U" 
,$ ~ p p e n d l x  T a b l e s  4 t h rough  8 and on o t h e r  d e t a i l e d  d a t a  on whole- 

s a l e  p r i c e s  of b a s i c  g r a i n s  n o t  reproduced i n  t h i s  r e p o r t . )  



TABLE 3 

TERMS OF TRADE AMONG CROPS, 1970 and 1980 

Bananas ~. Coffee Cotton Corn - Beans - Rice - 
an an a s  - 10.75 4.26 0 .91 2.49 2 .74 

I$ a. 
Coffee --- 0.40 0.08 0 .23 0 . 2 5  

P 
Cotton --- 0 .21  0.58 0 .64  
f 

Bananas Coffee Co tcon Corn - Beans - Rice - 

t 
C u m  

' Beans 

der ived data  published by Banco Central d e  Honduras 

Sorghum 

0.89 

0.08 

0.21 

0.98 

0.36 

0.32 

Sorghum 

0 . 8 8  

0.06 

0.15 

0.90 

0.27 

0 .32  



T a b l e  3 ' s  d a t a  s u g g e s t  t h a t  p r i c e  i n c e n t i v e s  a l t e r e d  s h a r p l y  

. d u r i n g  t h e  1 9 7 0 ' s .  L e t  u s  c o n s i d e r  i n  o r d e r  t h e  terms of  trade 

f o r  t h e  f o u r  b a s i c  g r a i n s :  c o r n ,  beans ,  r i c e ,  and sorghum. 

Corn p r i c e s  r o s e  s l i g h t l y  i n  r e l a t i o n  t o  b o t h  r i c e  and 

sorghum p r i c e s - d u r i n g  t h e  1 9 7 0 ' s .  I n  and o f  i t s e l f ,  t h i s  shou ld  

have  promoted a s w i t c h  toward t h e  c u l t i v a t i o n  of  co rn .  Fo r  

example,  a farmer i n  1980 might  have chosen  t o  double -c rop  co rn  

r a t h e r  t h a n  h a r v e s t  bo th  co rn  and sorghum from a s i n g l e  f i e l d  

d u r i n g  one growing s e a s o n ,  as he might  have done i n  1970. The 

impe tus  toward i n c r e a s e d  c o r n  p r o d u c t i o n  was m i t i g a t e d ,  however, 

by a d e c l i n e  i n  t h e  terms of  trade between c o r n  and c o t t o n .  Land 

i n  many p a r t s  of Honduras can e a s i l y  be swi t ched  from c o r n  t o  

c o t t o n  p r o d u c t i o n .  The i n c e n t i v e s  t o  do so  were e s p e c i a l l y  

s t r o n g  i n  t h e  l a t e  1 9 7 0 f s .  

The t e r n i ' ~  o f  t r a d e  between c o r n  izrld beans  (which,  among t h e  

b a s i c  g r a i n s ,  e x h i b i t e d  t h e  l a r g e s t  growth i n  terms of t r a d e )  

a l s o  f e l l  d u r i n g  t h e  1 9 7 0 f s .  However, t h e  p r o d u c t i o n  e f f e c t s  of 

t h i s  d e c l i n e .  were n o t  a l l  t h a t  s i g n i f i c a n t a .  S i n c e  t h e  c u l t i v a -  - 

t i o n  of beans  r e q u i r e s  s p e c i a l j - z e d  s o t 1  c o n d i t i o n s ,  f a r m e r s f  

a b i l i t y  t o  s w i t c h  l a n d  from c o r n  t o  bean p r o d u c t i o n  i s  l i m i t e d .  

Rice  p r o d u c t i o n  i s  a l s o  - i m i t e d  by p a r t i c u l a r  s o i l  and 

m o i s t u r e  r e q u i r e m e n t s .  I f  a n y t h i n g ,  though,  t h e  economic c o s t s  

a s s o c i a t e d  w i t h  n a t u r a l  c o n s t r a i n t s  d e c l i n e d  d u r i n g  t h e  1 9 7 0 ' s  

because  r i c e  p r i c e s  f a i l e d  t o  r ise  as q u i c k l y  a s  d i d  p r i c e s  f o r  

c o f f e e ,  c o t t o n ,  c o r n ,  and beans .  Rice  ma in t a ined  i t s  terms of' 

t r a d e  p o s i t i o n  r e l a t i v e  t o  bananas  and g a i n e d  s l i g h t l y  ov sore- 

ghum . 



F i n a l l y ,  sorghum p r i c e s  e x p e r i e n c e d  a r e l a t i v e  r i s e  v e r s u s  

p r i c e s  f o r  s i x  o t h e r  c r o p s  d u r i n g  t h e  e a r l y  1 9 7 0 ' s .  However, by 

1980,  t h e  terms of t r a d e  between sorghum and t h e  o t h e r  c r o p s  had 

f a l l e n  back t o  l e v e l s  p r e v a i l i n g  t e n  y e a r s  ear l ier .  

L e t  u s  now examine terms of  t r a d e  f o r  t h e  t h r e e  e x p o r t  

c r o p s .  Cot ton  p r i c e s  r o s e  by a  g r e a t e r  d e g r e e  d u r i n g  t h e  1' to ' s  

t h a n  d i d  t h e  p r i c e s  f o r  t h e  o t h e r  s i x  crBops. I t s  te rms  of  t r a d e  

w i t h  each  of  t h e  f o u r  b a s i c  g r a i n s  improved d u r i n g  t h e  p e r i o a .  

I n c r e a s e s  i n  c o t t o n  p r i c e s  exceeded contemporaneous r i s e s  i n  

banana p r i c e s  and,  a l t h o u g h  c o f f e e  p r i c e s  e x p e r i e n c e d  a r e l a t i v e  

peak i n  1977 and 1978, by t h e  l a t e  1 9 7 0 f s  t h e  r a t i o  of c o t t o n  t o  

c o f f e e  p r i c e s .  exceeded t h e  r a t i o  observed  d u r i n g  t h e  e a r l y  

1970f  s. A s  w i l l  be shown l a t e r  i n  t h i s  c h a p t e r ,  t h e s e  s t r o n g  

p r i c e  s i g n a l s  s t i m u l a t e d  s i z a b l e  i n c r e a s e s  i n  c o t t o n  p r o d u c t i o n  

i n  t h e  c l o s i n g  y e a r s  of t h e  decade .  

With t h e  e x c e p t i o n  of  c o t t o n ,  c o f f e e f s  t e rms  of t r a d e  w i t h  

o t h e r  c r o p s  tended  t o  improve between 1970 and 1980. Cof fee  

p r i c e s  r o s e  much more r a p i d l y  t h a n  d i d  banana p r i c e s .  T h i s  

s t i m u l a t e d  a r a t e  o f  i n c r e a s e  i n  c o f f e e  p r o d u c t i o n  d u r i n g  t h e  

1 9 7 0 f s  t h a t  f a r  exceeded t h e  rate of i n c r e a s e  i n  banana produc- 

t i o n .  Tab le  3 ' s  s t a t i s t i c s  do n o t  r e f l e c t  t h e  e f f e c t s  of t h e  

c o f f e e  boom, which o c c u r r e d  i n  1977 and 1978. During t h a t  time, 

of  c o u r s e ,  t h e r e  e x i s t e d  tremendous i n c e n t i v e s  t o  i n v e s t  i n  

c o f f e e  p r o d u c t i o n .  

Bananas a r e  s t i l l ,  by f a r ,  Honduras ' s  major  e x p o r t  c rop .  

The i n t e r n a t i o n a l  banana market  i s  t h e  on ly  world  commodity 

marke t  i n  which Honduras p l a y s  a n y t h i n g  o t h e r  t h a n  a  ve ry  minor  



r o l e .  However, a s  Tab le  3 shows, terms of t r a d e  between bananas  

and  a l l  o t h e r  c r o p s  e x c e p t  r i c e  and sorghum were at  a  lower  l e v e l  

i n  1980 t h a n  t h e y  had been t e n  y e a r s  e a r l i e r .  Even t h e  terms of  

t r a d e  v i z .  r i c e  and sorghum d e c l i n e d  d u r i n g  t h e  f i r s t  h a l f  of t h e  

decade .  

The compara t i ve ly  s l u g g i s h  rate of  g rowth  i n  banana p r i c e s  - 

d o e s  much t o  e x p l a i n  why banana p r o d u c t i o n  f a i l e d  t o  i n c r e a s e  a t  

a n y t h i n g  c l o s e  t o  t h e  r a t e s  o f  i n c r e a s e  obse rved  i n  t h e  c o f f e e  

and  c o t t o n  s e c t o r s .  B e s i d e s  e x p l a i n i n g  why t h e  banana c r o p  has  

l o s t  some of  i t s  p reeminen t  s t a n d i n g  i n  t h e  Honduran a g r i c u l t u r a l  

economy, a n  examina t ion  o f  bananas '  d e c l i n i n g  terms of  t r a d e  pro-  

v i d e s  a n  economic e x p l a n a t i o n  of  why there h s s  not. been i n t e n s e  

p o l i t i c a l  p r e s s u r e  w i t h i n  Honduras t o  e s t a b l i s h  t h e  same t y p e  o f  
- 

m a r k e t i n g  c o n t r o l s  t h a t  now e x i s t  f o r  c o f f e e  ( s e e  f o l l o w i n g  

s e c t i o n ) .  For a  rev iew of  t h e  r e l a t i v e l y  low p r i c e s  f o r  bananas  

v i s - a - v i s  o t h e g e x p o r t  c r o p s  up t o  1979 s e e  t h e  d e t a i l e d  p r i c e  

s e r i e s  f o r  t h e  1 9 7 0 ' s  i n  Appendix Table  4.  

O f  c o u r s e ,  a t e rms  of  t r a d e  a n a l y s i s  does  n o t  p r o v i d e  

e n t i r e l y  r e l i a b l e  i n f o r m a t i o n  a b o u t  changing  economic c o n d i t i o n s  

w i t h i n  a  s e c t o r  o r  a n  economy. I n  t h e  p r e s e n t  c a s e ,  a swing i n  

t h e  te rms  of t r a d e  i n  f a v o r  o f  one c r o p  might  s i g n i f y  t h a t  i t s  

p rwduc t ion  ~ o s t s  have been i n c r e a s i n g  r a p i d l y .  I n  o r d e r  t o  

d i s t i n g u i s h  cos t - induced  f l u c t u a t i o n s  i n  terms o f  t r a d e  from 

f l u c t u a t i o n s  t h a t  s i g n a l  i n c r e a s i n g  p r o f i t a b i l i t y  o f  growing a 

p a r t i c u l a r  c rop ,  it i s  n e c e s s a r y  t o  coup le  t h e  terms of  t r a d e  

a n a l y s i s  t o  a n  a n a l y s i s  o f  t r e n d s  i n  v a l u e  added f o r  d i f f e r e n t  

c r o p s  . 
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Because a v a i l a b l e  d a t a  do n o t  a l l o w  f o r  t h e  i d e n t i f i c a t i o n  

i? 
I: o f  p e r - u n i t  v a l u e  added f o r  a l l  seven  c r o p s ,  r a t i o s  of v a l u e  

-d! * 
i; 

added t o  t o t a l  v a l u e  have been c a l c u l a t e d  f o r  s e l e c t e d  c r o p s .  

Tab le  4 r e p o r t s  t h e s e  r a t i o s  f o r  t h e  y e a r s  1970 th rough  1980. 
Q 
-.d 
--1 
.?. The r a t i o  f o r  c r o p  i i n  any y e a r ,  t ,  i s  c a l c u l a t e d  by d i v i d i n g  

3 
f ! 

---&# v a l u e  added f o r  t h e  c r o p  i n  y e a r  t by t h e  same y e a r ' s  t o t a l  v a l u e  
8" 

.$ 
4 '  . o f  p r o d u c t i o n .  The fo rmer  datum i s  found i n  Appendix Tab le  9  and 
4' 

--1: t i le  l a t t e r  datum i s  found i n  Appendix Table  10.  6 
9, 

' Because d a t a  c o n t a i n e d  i n  t h e  two appendix  t a b l e s  have  been 

t 
fi - . rounded o f f  t o  t h e  m i l l i o n t h  l e m p i r a ,  Table  4 ' s  s t a t i s t i c s  a r e  
- 

6- r: . u s e f u l  f o r  i d e n t i f y i r i g  on ly  t h e  most b a s i c  of t r e n d s  i n  v a l u e  
i 

T. 

4 a d d e d / t o t a l  v a l u e  r a t i o s .  N e v e r t h e l e s s ,  t h e y  do i n d i c a t e  t h a t  

n o t  a l l  c r o p s  s u f f e r e d  s i m i l a r  p r i c e - c o s t  squeezes  d u r i n g  t h e  

1970 ' ' s .  The r a t i o  f o r  t h e  e n t i r e  c r o p  a g r i c u l t u r e  s e c t o r  
< 

tg d e c l i n e d  by   early 15  p e r c e n t  between 1970 and 1980. The l o w e s t  
-qy 

g 
8if r e l a t i v e  d e c l i n e  o c c u r r e d  i n  t h e  f o u r  b a s i c  g r a i n s ;  marg ins  f o r  
&% 

1' c o r n ,  beans ,  r i c e ,  and sorghr,rn f e l l  by app rox ima te ly  5 p e r c e n t .  

FL The v a l u e  a d d e d / t o t a l  v a l u e  r a t i o  f o r  c o f f e e  e x h i b i t e d  a  s h a r p e r  
F 

d e c l i n e  ( o f  more t h a n  12  p e r c e n t ) ,  w h i l e  t h e  d e c l i n e  f o r  bananas  

was t h e  most extrme (28 p e r c e n t ) .  

-4 The a n a l y s i s  o f  t h e s e  r a t i o s  c o r r o b o r a t e s  one c o n c l u s i o n  of  

t h e  terms of  t r a d e  a n a l y s i s :  t h e r e  were i n c e n t i v e s  d u r i n g  t h e  

1 9 7 0 ' s  t o  channe l  f i n a n c i a l  and o t h e r  i n p u t s  from banana produc- 

t i o n  t o  t h e  c u l t i v a t i o n  of o t h e r  c r o p s .  On t h e  o t h e r  hand, t h a t  

b a s i c  g r a i n s  e x h i b i t e d  a below a v e r a g e  d e c l i n e  i n  t h e  r a t i o  of 

v a l u e  a d d e d / t o t a l  v a l u e  s u g g e s t s  t h a t  t h e  g e n e r a l  d e c l i n e  i n  
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4 TABLE 4 
$I< 

r: 
r 
Z RATIO OF VALUE ADDED TO TOTAL VALUE, SELECTED CROPS, 1970-1980 
C 

,k 
6 

3- Other Basic -F I 

X$ Year 
r - Corn - Grains* Coffee Bananas A l l  Crop Agr i cu l tu re  

3 
$ 1970 -. : 90% 90% , 90% 7 1% 79% 2 
2 ' 1971  9 2 89 9 2 6 4 74 i ' 
3 ,, 
3 3 1972 9 0 94 93  6 8 7 7 
te 

a-. 19  73 9 0 9 4 8 8 1  70 7 6 

k 
B 

j 
1974 9 0 9 0 8 3 62 7 4 

k *  
9 1975 85 9 3 8 2 5 3 7 3 
7k.' 1 1976 --- 8 5 9 0 8 2 5 2 7 0 

4 1977 85 ' 9 0 9 3 5 4 7 1  
$4 

1978 85 8 8 86 52 7 0 
9 

- "  i; 1979 86 8 4 84 52 7 0 
.'s" 
7: 
- 1980 8 5 86 79 51 6 8  

K: 

- I  * beans, r i c e  and sorghum. 
LC> 

+! 
Source: Banco Cen t r a l  de Honduras 
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*i' -$ terms of t r a d e  between t h e  b a s i c  g ra . in  and e x p o r t  c r o p  subsec-  
3 
% t i o n s  o v e r s t a t e s  t h e  i n c e n t i v e s  t o  channe l  r e s o u r c e s  toward t h e  -a,.. 

f 
4, l a t t e r .  However, t h e  r e l a t i v e l y  low d e c l i n e  i n  t h e  r a t i o  f o r  "j 
- 6 ,  

b a s i c  g r a i n s  might r t eP lec t  n o t h i n g  more t h a n  t h e  f a c t  t h a t  b a s i c  
i 

g r a i n  p r o d u c t i o n  i n  Honduras is l a r g e l y  unmechanized. 
A 
q" 

-7. 

"' b )  Trends  i n  r e l a t i v e  p r i c e s  f o r  a g r i c u l t u r a l  o u t p u t s  and i n p u t s  

I n  o r d e r  t o  u n d e r s t a n d  b e t t e r  why v a l u e  added as a  percen-  

t a g e  of t o t a l  v a l u e  h a s  d e c l i n e d  i n  c r o p  a g r i c u l t u r e  ( s e e  Tab le  

q , ,  t h i s  s u b s e c t i o n  compares changes  i n  o u t p u t  p r i c e s  w i t h  

- -  s i m u l t a n e o u s  changes  i n  i n p u t  p r i c e s .  The s even  o u t p u t s  
7 4  

d i s c u s s e d  i n  t h i s  s u b s e c t i o n  a r e  t h e  same whose terms of t r a d e  

are examined i n  S u b s e c t i o n  11-a: c o r n ,  beans ,  r i c e ,  sorghum, 

c o f f e e ,  c o t t o n ,  and bananas .  The i n p u t s  d i s c u s s e d  are f u e l s ,  

f e r t i l i z e r s ,  i n s e c t i c i d e s  and o t h e r  chemica l  i n p u t s ,  t r a c t o r s ,  

9.  and mache tes  ( s e e  T a b l e s  5 and 6 ) .  
k 

1 

Appendix Tab le s  11 t h r o u g h  16 r e p o r t  p r i c e s  obse rved  s i n c e  

1971 f o r  s e l e c t e d  a g r i c u l t u r a l  i n p u t s .  The p r i c e s  of a l l  i n p u t s  

' have risS-1. ~ b s t a n t i a l l y  d u r i n g  t h e  p a s t  decade .  The most drama- 

, t i c  i n c r e a s e s  have been observed  i n  p r i c e s  f o r  commodit ies  

d e r i v e d  from pe t ro leum.  I n  t h e  wakes of t h e  1973 Arab o i l  

"embargo and t h e  s h o r t a g e s  r e s u l t i n g  from t h e  1980 i n i t i a t i o n  of 

t h e  I r a n - I r a q  War, t h e  p r i c e s  of a l l  chemica l  f e r t i l i z e r s ,  i n s e c -  

t i c i d e s ,  f ' u n g i c i d e s ,  and h e r b i c i d e s  s h o t  up. The p r i c e s  of 

n a t u r a l  f e r t i l i z e r s ,  l i k e  u r e a ,  were a l s o  p u l l e d  up a s  p r o d u c e r s  

a round  t h e  world t r i e d  t o  s u b s t i t u t e  away from manufac tured  f e r -  

t i l i z e r s .  The r a t e  of f u e l  p r i c e  i n c r e a s e s  was q u i t e  d r a m a t i c  as 

a, 



TABLE 5 

PRICE TRENDS FOR SELECTED AGRICULTURAL PRODUCTS, 1972-1979 

Annual Rate of Growth 
i n  Prices 1972 Price 1979 Price Product 

Exports 

Bananas 

Coffee 

Cotton 

Grains 

Corn 

Beans 

Rice 

Sorghum 

Sources : 

Basic 

Banco Central de Honduras, Secretaria d e  Re~ursos Yaturales 



TABLE 6 

+NDS I N  PRICES OF SELECTED AGRICULTURAL INPUTS, 1972-1979 

Annual Rate of Growth 
! 
it Product 1972 P r i c e  

-d 
1979 P r i c e  i n  P r i c e s  

i c r t i l i r e r s  
U 

12-24-12 
---mi 

L 13.05lCWT L 24.48/CWT 9.4% 
-& 

t i  12-12-17-2' 13.20/CWT 26.901CW~ 10.7 
-44 
- Urea' 46% 12.05/CWT 22.15/CW~ 9.1 

1ns& t i c i d e s  

Malathion 25% 120.00/CWT 187. ;0/CWT 6.6 

Aldr in  2.5% 30.001Cwt 60.00lCWT 10.4 

Fungicides an; Herbicides 

2-4-D (a 46-480) 8.50 /Gal 17.46lCal 10.8 

" Benlate  10.93/Lb 2 7 . 5 0 / ~ b  14.1 

Fuels  

Regular Gasol ine 0.96/Gal 3.18-3,32/Gal 18.7-19.1 

u .  Source: Appendix Tables 12 through 15. 



E' 
IF. well. Between 1972 and mid-1981, t h e  s t a t e - c o n t r o l l e d  p r i c e  of  
fl 
d: 
O .  r e g u l a r  g a s o l i n e  i n  Honduras quad rup led .  
2 

ti A s  pe t ro leum p r i c e  r i s e s  pushed up p r o d u c t i o n  and t r a n s p o r -  
;: 
$ 
47 t s t i o n  c o s t s  around t h e  world ,  t h e  p r i c e s  f o r  o t h e r  imported 

ti i n p u t s  used i n  Honduras a l s o  i n c r e a s e d .  Appendix Tab le  15 shows .- 
t h a t  p r i c e s  f o r  two of  t h e  t r a c t o r s  found most o f t e n  i n  t h e  

i' 
f c o u n t r y  i n c r e a s e d  by more t h a n  50 p e r c e n t .  S i m i l a r l y ,  t h e  p r i c e  
fl 
wt -3; =, , f o r  a  machete r o s e  by more t han  45 p e r c e n t  f rom 1972 t o  1978 ( s e e  
:'. 
i' t:. Appendix Table  1 6 ) .  
t 
'I I n  g e n e r a l ,  c r o p  p r i c e  i n c r e a s e s  matched o r  exceeded p r i c e  
j 

@,' i n c r e a s e s  f o r  a l l  i n p u t s  e x c e p t  l i q u i d  f u e l s .  It shou ld  be 

n o t e d ,  howcver, t h a t  some b a s i c  g r a i n  producer ls  were more 
- 

- 
a f f e c t e d  by i n p u t  p r i c e  r i s e s  t h a n  were e x p o r t  c r o p  f a r m e r s .  Fo r  

,,!tple, r i c e  p r i c e s  f a i l e d  t o  grow a s  r a p i d l y  between 1972 and 

1979 as d i d  t h e  p r i c e  of b e n l a t e ,  a  f u n g i c i d e  used e x t e n s i v e l y  by 

r i c e  c u l t i v a t o r s .  Such e v i d e n c e  s u g g e s t s  t h a t  t h e r e  were n o t  

s t r o n g  i n c e n t i v e s  f o r  b a s i c  g r a i n  p roduce r s  t o  mechanize  d u r i n g  

t h e  p a s t  decade.  

Appendix  able 19 i n d i c a t e s  t h a t  f u e l  p r i c e s  r o s e  more 

r a p i d l y  t h a n  d i d  t h e  p r i c e s  f o r  s i x  of t h e  c r o p s  s t u d i e d  h e r e .  

S i n c e  g a s o l i n e  and d i e s e l  f u e l s  a r e  r e q u l r e d  f o r  a number of  

c r i t i c a l  t a s k s  i n  a g r i c u l t u r e  (e  .g., runn ing  machinery ,  

t r a n s p o r t i n g  c r o p s  t o  marke t ,  e t c . ) ,  a l l  c r o p  p roduce r s  i n  t h e  

c o u n t r y  have been a f f e c t e d  by t h i s  e v e n t .  Obv ious ly ,  mechanized 

1 farmers i n c u r  s u b s t a n t i a l l y  h i g h e r  o p e r a t i n g  c o s t s  any t ime  
-- 

d i e s e l  p r i c e s  r i s c  a t  t h e  r a t e  observed  d u r i n g  t h e  l a s t  decade .  

Hut non-mechanized f a r m e r s 1  incomes s u f f e r  as well. As Table  7 
-- 

- 

- 

- 



-$. TABLE 7 
$, 
k F; 

.i: , I FARM LEVEL AND WHOLESALE PRICES FOR BASIC GRAINS, 1976-1979 

Farm-Level 

*. Rice 25.00 -4 
-? Sorghum 6.50 

Corn 

Sorghum 7.75 

;; 
1% Beans 21.50 
7 

Wholesale 

" 
d - 19 78 

Corn 12.00 17.16 

Rice 32. SO 52.04 

Sorghum 8.25 16.87 

Beans 22.50 38.95 

19 79 - 
Corn 12.50 15.82 4 

6s Rice 32.50 55.00 

Sorghum 8.75 15.09 

Beans 27.25 37.34 

Source: Departamento de Economia y E s t a d i s t i c a  Agrico!n, 
Secre t a r i a  de Recursos da t u r a l e s  



$" shows, t h e r e  i s  a  s u b s t a n t i a l  d i f f e r e n c e  between f a rm- l eve l  4 I> 

p r i c e s  and who le sa l e  p r i c e s  f o r  b a s i c  g r a i n s  i n  Honduras. Nuch 

o f  t h i s  d i f f e r e n c e  can be accoun ted  f o r  by t h e  h i g h  c o s t  of 

t r a n s p o r t i n g  c r o p s  f rom remote f a rms  t o  urban  marke t s .  

g, 
111. GOVERNMENT CONTROLS OVER CROP AGRICULTURE j 

P u b l i c  i n t e r v e n t i o n  i n  marke t s  f o r  a g r i c u l t u r a l  p r o d u c t s  
@ 

t a k e s  a v a r i e t y  of forms i n  Honduras. T h i s  s e c t i o n  rev iews  some 
41: 
1:. I .  
1;' 
>. o f  t h e  major  p o l i c i e s  a f f e c t i n g  t h e  c r o p  a g r i c u l t u r e  s e c t o r .  

F They a r e  ( a )  consumer p r i c e  c o n t r o l s ,  ( b ;  t a x e s  on e x p o r t s  and 
h 

E 
i 

1; a g r i c u l t u r a l  i n p u t s ,  ( c )  t h e  c o f f e e  ~ n a r k e t i n g  p o l i c i e s  admi- 

n i s t e r e d  by IHCAFE, and ( d )  I H M A  p o l i c i e s  t h a t  c o n t r o l  t h e  

m a r k e t i n g  of  b a s i c  g r a i n s .  The pu rpose  of t h i s  s e c t i o n ' s  rev iew 
!g 
% i s  t o  s u g g e s t  how t h e s e  t a x e s  and c o n t r o l s  on marke t s  a f f e c t  
p, 

p r o d u c t i o n  i n c e n t i v e s  f o r  Honduras ' s  c r o p  p roduce r s .  

a )  Consumer p r i c e  c o n t r o l s  

S i n c e  t h e  passage  of  Decree 91 i n  1972, t h e  p r i c e s  of a n  

i n c r e a s i n g  number of goods,  i n c l u d i n g  food  p r o d u c t s ,  have been 
C 

s u b j e c t  t o  c o n t r o l s  s e t  by t h e  D i r e c c i o n  Genera l  d e l  Comercio 

I n t e r i o r  of t h e  S e c r e t a r i a  de Economia. Ma.ximum p r i c e s  have been 

se t  a t  t h c  r e t a i l  l e v e l  and,  i n  many c a s e s ,  a t  t h e  who le sa l e  

l e v e l .  Changes a r e  approved by a t h r e e - p e r s o n  commit tee ,  which 

i n c l u d e s  r e p r e s e n t a t i v e s  of t h e  p u b l i c  s e c t o r ,  t h e  b u s i n e s s  s e c -  

t o r ,  and l a b o r .  

O f f i c i a l s  of t h e  ~ i r e c c i o i  Gene ra l  c i t e  t h e  need f o r  more 

p e r s o n n e l  t o  e n f o r c e  p r i c e  c o n t r o l s .  Given t h e  manpower sho r -  

t a g e ,  it h a s  been d i f f i c u l t  f o r  t h a t  agency t o  d e t e r m i n e  t h e  



e x t e n t  of compl iance  w i th  t h e  maximum p r i c e  laws .  Ne i thep  bzs  

t h e r e  been any s t u d y  abou t  t h e  e f f e c t s  on a g r i c u l t u r a l  p r o d u c t i o n  

o f  enforcement  of p r i c e  c o n t r o l  laws.  

b )  Tax p o l i c y  

Two t y p e s  of t a x e s  have t h e  most d i r e c t  i rnsact  on t h e  c r o p  

a g r i c u l t u r e  s e c t o r .  F i r s t ,  t h e r e  a r e  d i f f e r e n t  t y p e s  of  e x p o r t  

t a x e s  a s s e s s e d  a g a i n s t  sh ipmen t s  of c o f f e e  and bananas .  Second, 

taxes a r e  l e v i e d  a g a i n s t  impor t ed  i n p u t s .  

With t h e  e x c e p t i o n  of  t h e  income t a x ,  t h e  e x p o r t  t a x  on 

c o f f e e  q e n e r a t e s  more p u b l i c  revenue t h a n  does  any o t h e r  tax o r  

l e v y  i n  Honduras. 

f o l l o w s  : 

r a t e  : - 
10% 

15 

20 

Given t h a t  c o f f e e  

( s e e  S e c t i o n  I V ) ,  

The g r a d u a t e d  r a t e  f o r  t h e  c o f f e e  t a x  i s  as 

v a l u e  o f  cor ' fee  i n  Honduran p o r t :  

l e s s  than L 100 p e r  hundred pounds 

between L 100 and L 120 p e r  hundred pounds 

more t h a n  L 120 p e r  hundred pounds 

o u t p u t  ha s  responded markedly t o  p r i c e  changes  

one can  e x p e c t  t h a t  t h i s  t a x  has  had s u b s t a n -  

t -La1 p r o d u c t i o n  and w e l f a r e  i m p a c t s .  

I n  1974 ,  a tax on banana e x p o r t s  was i n s t i t u t e d .  The l e v e l  

o f  t h a t  tax i n  1980 was one l e m p i r a  p e r  fo r ty -pound  box. Given 

t h e  a v e r a g e  f . 0 . b .  v a l u e  of banana e x p o r t s  i n  t h a t  y e a r ,  t h e  

r a t i o  of t h e  e x p o r t  t a x  t o  f . 0 .b .  v a l u e  was 0.11. O f f i c i a l s  o f  

t h e  Corporation ~ a n d u r e z a  d e l  Banano ( C O H B A N A )  , e s t i m a t e  t h a t  

p r o d u c e r  p r i c e s  e q u a l  l e s s  t h a n  t h r e e  q u a r t e r s  o f  f .o.b.  v z l u e .  



Given t h a t  e s t i n a t e ,  t h e  e f f e c t i v e  rate of t a x a t i o n  of  p roduce r  

r evenues  i s  b e t 2 e r  t h a n  1 5  p e r c e n t .  

B e s i d e s  t h e s e  and o t h e r  t a x e s  on o u t p u t s ,  t h e  d i s i n c e n t i v e s  

tc  produce  c r o p s  i n c l u d e  a number of  t a x e s  and d u t i e s  t h a t  boos t  

impor t  c o s t s .  The impor t  du ty  on t r s c t o r s ,  f o r  i n s t a n c e ,  i s  7 

p e r c e n t  of c . i . f .  v a l u e .  Because of  a 5 p e r c e n t  t a x  on c . i . f .  

v a l u e ,  a c ~ s t o m s  f e e  of' L 18.50 p e r  t on  and p ~ r t  f e e s  and t a x e s  

t o t a l l i n g  8.20 p e r  t o n ,  t h e r e  was a  37 p e r c e n t  d i f f e r e n c e  i n  1980 

belween t h e  landed  p r i c e  f o r  u r e a  and t h e  p r i c e  Honduran f a r m e r s  

pay f o r  t h e  same p r o d u c t .  The d i f f e r e n c e  between t h e  f a rm- l eve l  

u r e a  p r i c e  i n  Honduras and t h e  American f a rm- l eve l  p r i c e  f o r  t h e  

same p roduc t  was rough ly  40 p e r c e n t  i n  1980. 

c )  IHCAFE1s r o l e  i n  c o f f e e  m a r k e t i n g  

IHCAFE, t h e  Honduran c o f f e e  m a r k e t i n g  i n s t i t u t e ,  o f f e r s  a 

number of  s e r v i c e s  (e .g . ,  c r e d i t ,  e x t e n s i o n ,  and m a r k e t i n g )  t o  

t h e  c o u n t r y l s  c o f f e e  p r o d u c e r s .  I n  a d d i t i o n ,  t h a t  agency admini-  

s t e r s  a m a r k e t i n g  c o n t r o l  scheme meant t o  p r o t e c t  Honduran con- 

sur le rs  from f l u c t u a t i o n s  i n  i n t e r n a t i o n a l  c o f f e e  p r i c e s .  B e s i d e s  

a c c o m p l i s h i n g  t h i s  g o a l ,  however,  t h e  scheme a l s o  imposes f i n a n -  

c i a l  burdens on IHCAFE and s l i g h t l y  a l t e r s  i n c e n t i v e s  f o r  

p r o d u c e r s .  

The mechanism f o r  a l l o c a t i n g  c o f f e e  t o  t h e  domes t i c  market  

w o ~ k s  i n  t h i s  manner. A t  t h e  beg inn ing  a f  any c r o p  y e a r ,  which 

r u n s  from October  1 th rough  September 30, IHCAFE e s t i m a t e s  t h e  

s i z e  of t h a t  y e a r ' s  c o f f e e  c rop .  It t h e n  i d e n t i f i e s  !,he s h a r e  of 

t h e  p r o d u c t i o n  needed t o  s a t i s f y  domes t i c  demand. C u r r e n t l y ,  



t h a t  s h a r e  e q u a l s  8 p e r c e n t .  P rodace r s  a r e  o b l i g e d  t o  s e l l  t h e  

same p e r c e n t a g e  o f  t h e i r  c r o p  t o  IHCAFE a t  c o n t r o l l e d  p r i c e s ,  

which depending  on c o f f e e  g r a d e  e q u a l  90, 95, o r  100 l e m p i r a s  pe?  

hundred pounds. I n  p r a c t i c e ,  t h i s  exchange between 2 roduce r s  and 

IHCAFE i s  made i n d i r e c t l y ,  t h r o u g h  c o f f e e  e x p o r t e r s .  IHCAFE, i n  

t u r n ,  s e l l s  i t s  c o f f e e  t o  domes t i c  r o a s t e r s  a t  p r i c e s  o f  100, 

105 ,  o r  110 l e m p i r a s  p e r  hundred weight .  

Hor,durlan c o f f e e  f i n d s  i t s  way i n t o  two t y p e s  of  e x p o r t  

marke t s .  One i s  t h e  market  i n  c o u n t r i e s  t h a t  a r e  members of t h e  

I C O .  I n t e r n a t i o n a l  agreements  s e t  a q u o t a  f o r  Honduran sh ipments  

t o  t h i s  marke t .  Any b a l a n c e  r ema in ing  a f t e r  domes t i c  consumption 

and  t h e  ICO q u o t a  have been s u b t r a c t e d  f rom p r o d u c t i o n  p l u s  

i n v e n t o r i e s  i s  a v a i l a b l e  f o r  e x p o r t  t o  non-ICO ( c h i e f l y  middle  

e a s t e r n )  c o u n t r i e s .  For  example,  i n  t h e  1980/81 c r o p  y e a r ,  165 

m i l l i o n  pounds of  c o f f e e  were produced.  I n i t i a l  i n v e n t o r i e s  

( i . e . ,  i n v e n t o r i e s  on October  1, 1980) e q u a l e d  8 .7  m i l l i o n  

pounds.  The a l l o c a t i o n  f o r  domes t i c  consumption e q u a l e d  8 per-  

c e n t  of 165 m i l l i o n  pounds,  o r  13.2 m i l l i o n  pounds. A t  t h e  

b e g i n n i n g  of  t h e  c r o p  y e a r ,  t h e  I C O  q u o t a  equa l ed  140 m i l l i o n  

pounds. T h e r e f o r e ,  app rox ima te ly  20.5 m i l l i o n  pounds were 

i l v a l l n b l e  f o r  e x ~ o r t  t o  t h e  non-ICO marke';. Any port;lori of t h e  

l a t t e r  20.5  m i l l i o n  pounds r ema in ing  a t  t h e  end of  t h e  c r o p  y e a r  

i s  c a r r i e d  forward  i n t o  t h e  n e x t  y e a r  a s  i n v e n t o r i e s .  

Much of IHCAFE1 s f i n a n c i n g  cotnes from i t s  domes t i c  marketing,  

a c t i v i t i e s .  S p e c i f i c a l l y ,  income is g e n e r a t e d  by buying c o f f e e  

frorn p r o d u c e r s  a t  t h e  90 t o  100 l empi r a  p r i c e  and t h e n  s e l l i n g  20 

r o a s t e r s  a t  t h e  100 t o  1 1 C  p r i c e .  Hcwever, t h e  rnarke,ting program 
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a l s o  en t ' z i l s  c o s t s  f o r  IHCAFE. There  a r e  expenses  n s s o c i a t e d  

b o t h  w i th  o p e r a t i n g  more t h a n  50 r e g i o n a l  o f f i c e s  a round  t h e  

c o u n t r y  and w i t h  m a i n t a i n i n g  i n v e n t o r i e s .  The l a t t e r  c o s t  grew 

markedly  d u r l n g  t h e  1980/81 c r o p  y e a r .  A s  a r e s u l t  o f  t h e  

d e c l i n e  i n  world c o f f e e  p r i c e s ,  Honduras ' s  I C O  q u o t a  was c u t  by 

o v e r  12 p e r c e n t .  It i s  u n l i k e l y  t h a t  t h i s  l o s s  i n  sh ipmen t s  t o  

I C O  c o u n t r i e s  was comple t e ly  colnpensated f o r  by a n  expans ion  i n  

non-ICO marke t s .  T h e r e f o r e ,  i n v e n t o r i e s ,  and t n e  c o s t  of h o l d i n g  

them, grew. Fur thermore ,  IHCAFE r a c e s  t h e  r i s k  o f  a b s o r b i n g  a 

f i n a n c i a l  l o s s  i f  i t  has  t o  d i s p o s e  of accumula ted  i n v e n t o r i e s  

w h i l e  p r i c e s  a r e  low. 

IHCAFE1s p o l i c i e s  a l s o  a f f e c t  income and i n c e n t i v e s  f o r  

c o f f e e  p r o d u c e r s .  I n  e f f e c t ,  r e q u i r i n g  s a l e s  a t  below-market 

p r8 i ce s  of a p e r c e n t a g e  of  t h e  c o f f e e  c r o p  c o n s t i t u t e s  a n  i n d i r e c t  

tax on c o f f e e  p r o d u c t i o n .  However, because  rnuctl o f  t h e  c o f f e e  

s o l d  t o  IHCAPE a t  c o n t r o l l e d  p r i c e s  i s  n o t  of s u f f i c i e n t l y  h igh  

q u a l i t y  t o  b e  s o l d  I n  t h e  ICO marke t ,  t h e  l o s s e s  p roduce r s  i n c u r  

because  of t h e  marke t ing  p o l i c y  are probably  n o t  as g r e a t  as t h e  

p r o d u c e r  c ~ s t s  a s s o c i a t e d  w i th  t h e  e x p o r t  t a x .  

d )  I H M A 1 s  r o l e  i n  domes t i c   rain - m a r k e t s  

I n  t he  second h a l f  o f  1978, t h e  r e s p o n s i b i l i t y  f o r  

s t a b l i z i n g  p r i c e s  f o r  Honduras l s  f o u r  b a s i c  g r a i n s  was t r a n s -  

f e r r e d  from a n  agency of  t h e  Banco Nacional  de  Fomento (BKF) t o  

11-IMA. It has  been a n t i c i p a t e d  t h a t  I H M A  w i l l  be b e t t e r  a b l e  t o  

m a ~ n t a l n  p r i c e s  c l o s e r  t o  l e v e l s  t h a t  a s s u r e  a d e q u a t e  farm 

incomes because  i t s  r e g u l a t o r y  purview i n c l u d e s  on ly  g r a i n  



marke t ing .  However, a rev iew of  I H M A ' s  performance a p p e a r s  t o  

conf  lrm t h a t  a number of f a c t o r s ,  i n c l u d i n g  i n s u f f i c i e n t  i n f o r -  

matdon a b o u t  b o t h  farm p r o d u c t i o n  c o s t s  and t h e  p r i v a t e  market  t ng  

s e c t o r ,  have i n t e r f e r e d  w i t h  t h e  a g e n c y ' s  a b i l i t y  t o  a c h i e v e  i t s  

o b j e c t i v e s .  

I H M A  h a s  t r i e d  t o  accompl i sh  t h e  income s u p p o r t  g o a l  by 

o f f e r i n g  g u a r a n t e e d ,  minimurn p r i c e s  f o r  c o r n ,  beans ,  and o t h e r  

c e r e a l  c r o p s  d e l i v e r e d  t o  t h e  agency I s  r u r a l  g r a n a r i e s .  

(Appendix Table  17 re1:orts s u p p o r t  p r i c e s  s i n c e  miti-1965.) These 

p r i c e s  a r e  supposed t o  be based on e s t i m a t e s  o f  f a r m e r s '  produc- 

t i o n  c o s t s .  However, I M M A  o f f i c i a l s  admi t  t h a t  d a t a  on t h o s e  

c o s t s  a r e  no t  t o t a l l y  r e l i a b l e .  Hence, one canno t  be c e r t a i n  

t h a t  t h e  g u a r a n t e e d  p r i c e s  a s s u r e  e i t h e r  a d e q u a t e  p roduce r  income 

o r  adequa t e  p r o d u c t i o n  i n c e n t i v e s .  Fu r the rmore ,  ofie doub t s  

whether  'most f a r m e r s ,  e s p e c i a l l y  s m a l l - s c a l e  o p e r a t o r s ,  b e n e f i t  

much from t h e  p r i c e  s u p p o r t  program. S i n c e  most f a r m e r s  r e l y  on 

middlemen t o  g e t  t h e i r  g r a i n  t o  a n  II-IKS. warehoilse o r  o t h e r  

m a r k e t s ,  t h e  p r i c e s  t h e y  r e c e i v e  f o r  t h e i r  o u t p u t  d i f f e r  s u b s t a n -  

t i a l l y  from market  p r i c e s .  Data on t h i s  d i f f e r e n t i a l  and there- 

f o r e  on t h e  e f f e c t  of I H M A  programs on s m a l l  f a rmer  incomes i s  

s k e t c h y .  

Because t h e  I n s t i t u t e  ha s  enough c a p a c i t y  t o  s t o r e  o n l y  10 

p e r c e n t  o f  a t y p i c a l  y e a r ' s  c r o p ,  i t  must e f f e c t  i t s  p r i c e  s t a b i -  

l i z a t i o n  and s u p p o r t  g o a l s  th rough  a c o u n t e r - c y c l i c a l  p a t t e r n  of  

p u r c h a s e s  and sales. I H M A  has fo l lowed what a s t u d y  of cornrnoc~ity 

p r i c e  h i s t o r i e s  would s u g g e s t  i s  a s t a b i l i z i n g  p a t t e r n  of pu.r- 

c h a s e s  and s a l e s .  It buys c o r n ,  f o r  i n c t a , l c e ,  d u r i n g  o r  s h o r t l y  



a f t e r  t h e  two h a r v e s t  s e a s o n s ,  which o c c u r  l a t e  i n  t h e  c a l e n d a r  

y e a r ,  and c o n c e n t r a t e s  s a l e s  of accumula ted  i n v e n t o r i e s  and 

i m p o r t s  d u r i n g  t h e  l a t e  S p r i n g  and Summer. S i m i l a r l y ,  i t  buys 

beans  d u r i n g  t h e  Septernber/October h a r v e s t  s e a s o n  and s e l l s  

d u r i n g  A p r i l ,  May, June ,  and J u l y .  (Month-by-month pu rchases  and 

s a l e s  o f  t h e  f o u r  b a s i c  g r a i n s  a r e  r e p o r t e d  i n  Appendix Tab le  

1 8 ) .  

Although I H M A  a p p e a r s  t o  be f o l l o w i n g  a c o u n t e r - c y c l i c a l  

p a t t e r n  of p u r c h a s e s  and  s a l e s ,  i t s  impacts  on g r a n a r y  p r i c e s  

a p p e a r  t o  have remained p e r i p h e r a l  because  t h e  volume of  g r a i n  

hand led  by t h e  a s e n c y  has  n o t  been l a r g e .  A s  a r e a d i n g  o f  

Appendix Table  18  w i l l  con f i rm ,  I H M A  has  n e v e r  pu rchased  more 

t h a n  10 p e r c e n t  of any y e a r ' s  c o r n ,  bean,  o r  sorghum crop .  Only 

i n  one y e a r ,  1979/80,  d i d  t h e  I n s t i t u t e  buy more t h a n  10 p e r c e n t  

o f  t h e  r i c e  h a r v e s t .  

Bes ides  t h e  obv ious  measure  of  i n c r e a s i n g  p u r c h a s e s ,  t h e  

s t r e n g t h  of  t h e  c o u n t e r - c y c l i c a l  marke t ing  program cou ld  be 

enhanced i n  a number of  ways. I H M A  is s t i l l  i n  t h e  p r o c e s s  o f  

o b t a i n i ~ g  b a s i c  i n f o r m a t i o n  a b o u t  t h e  Honduran g r a i n  m a r k e t i n g  

sys tem.  With  b e t t e r  d a t a  on b o t h  consumer demand and t h e  move- 

ment of cornmoditles t h rough  t h e  p r i v a t e  s e c t o r ,  t h e  agency cou ld  

t ime  i t s  marke t ing  o p e r a t i o n s  b e t t e r .  I n  a d d i t i o n ,  i f  i n v e n t o r y  

h a n d l i n g  c o s t s  ( c u r r e n t l y  p u t  by IHMA o f f i c i a l s  a t  L. 0.30 p e r  

hundred pounds per month) cou ld  be reduced ,  a n  i m p o r t a n t  f i n a n -  

c i a l  c o n s t r a i n t  on t h e  a b i l i t y  t o  a d h e r e  t o  a c o u n t e r - c y c l i c a l  

s t r a t e g y  would b e  removed. 



Improved marke t ing  i n f o r m a t i o n  ? r ~ d  reduced i n v e n t o r y  hand- 

l i n g  c o s t s  w i l l  a l s o  h e l p  make I I I M A  s e l f ' - s u p p o r t i r ~ g .  The iigerlcy -. 

i s  supposed t o  make money on t h e  d i f f e r e n c e  between t h e  p r i c e  f o r  

which i t  s e l l s  c o r n ,  beans ,  r i c e ,  and sorghum and t h e  p r i c e  i t  

~ d y s  f o r  t h o s e  commodit ies .  Income is a l s o  g e n e r a t e d  by s e l l i n g  

t h e  c e r e a l s  dona t ed  by t h e  Uni ted S t a t e s ,  Argen t ina ,  and t h e  

European Economic Community. A s  r e c e n t l y  a s  1979, however, 

Income g a i n e d  f rom t h e s e  two s o u r c e s  had t o  be supplemented w i th  

government g r a n t s  and l o a n s .  

F i n a l l y ,  it must b e  s a i d  t h a t  t h e  l a s t  coup le  of y e a r s  rnight 

prove t o  be a n  u n f a i r  p e r i o d  upon which t o  base  a n  e v a l u a t i o n  of  

I H M A .  A s  a r e s u l t  of food market  d i s r u p t i o n s  i n  ~ l e i g h b o r i n g  

c o u n t r i e s ,  commodity p r i c e s  have i n c r e a s e d  markedly.  Appendix 

T a b l e s  19 and 2 0  show t h a t  i n  1981 c o r n  and bean p r i c e s  have been 

much h i g h e r  i n  Guatemala ,  E l  S a l v a d o r ,  Nicaragua ,  and Cos ta  Rica  

t h a n  they  hzve been i n  Honduras. O f  c o u r s e ,  t h i s  c r e a t e d  upward 

p r e s s u r e  on Honduran p r i c e s .  I t  i s  d o u b t f u l  t h a t  any one agency 

cou ld  have a c c u r a t e l y  p r e d i c t e d  a l l  o f  t h e  e v e n t s  t h a t  c r e a t e d  

t h e  market d i s r u p t i o n s .  N e i t h e r  does  one e x p e c t  t h a t  I H M A ,  

a l o n e ,  can  have much e f f e c t  on t h e  s i t u a t i o n .  However, as 

Appendix Tab le  21 shows, t h e  s u p p o r t  p r i c e s  o f f e r e d  by I H M A  i n  

i g l l l  a r e  s u b s t a n t i a l l y  below t h o s e  o f f e r e d  i n  Nicaragua and E1 

S a l v a d o r .  To keep more g r a i n  i n  Honduras t h e s e  s u p p o r t  and 

market  p r i c e s  must r i s e  v i s -a -v i s  n e i g h b o r i n g  c o u n t r i e s .  

I V .  CONCLUSIONS 

Two major  c o n c l u s i o n s  emerge from t h i s  c h a p t e r  I s  a n i t l y s i s  of 



t r e n d s  i n  t h e  ecor:o~nic i n c e r t i v e s  o p e r a t i n g  i n  t h e  Honduran c r o p  

a g r i c u l t u r e  s e c t o r .  F i ~ s t ,  i n  s p i t e  o f  s h a r p  i n c r e a s e s  i n  food 

p r i c e s  d u r i n g  t h z  p a s t  t e n  t o  P i f t e c n  y e a r s ,  t h e  r e l a t i v e  a t t r a c -  

t i v e n e s s  of i n v e s t m e n t s  i n  c r o p  a g r i c u l t u r e  d i d  n o t  grow app re -  

c i a b l y  between t h e  mid-1960's and t h e  l a t e  1970 ' s .  Th i s  conc lu-  

s i o n  is  based on a n  a n a l y s i s  o f  changes  i n  d i f f e r e n t  s e c t o r s '  

v a l u e  added p e r  u n i t  of p r o d u c t i o n  ( s e e  S e c t i o n  I ) .  The 

i n c r e a s e s  i n  i n p u t  c o z t s ,  e s p e c i a l l y  t h e  c o s t  of f u e l ,  t h a t  

a c c o u n t  f o r  c r o p  a g r i c u l t ~ i r e '  s r e l a t i v e l y  poor  per formance  a r e  

documented i n  t h e  second s e c t i o n  of t h i s  c h a p t e r .  

An a n a l . y s i s  of t e rms  of  t r a d e  among c r o p s  ( s e e  S e c t i o n  11) 

l e a d s  t o  t h i s  c h a p t e r ' s  second p r i n c i p a l  c o n c l u s i o n :  a d e c l i n e  

i n  i n c e n t i v e s  t o  produce f o r  c i c~nes t i c  r a t h e r  t han  e x p o r t  marke ts  

o c c u r r e d  d u r i n g  t h e  1970 ' s .  Between 1970 and 1980, t e rms  of  

t r a d e  swung a g a i n s t  co rn ,  r i c e ,  and sorghum and toward c o f f e e  and 

c o t t o n .  

P roduce r s  have responded t o  t h e s e  i n c e n t i v e s .  As can b e  

s e e n  from a  r e a d i n g  of  Tab le s  8 and 9 ,  t h e  absence  of  s t r o n g ,  

upward r e a l  p r i c e  t r e n d s  f o r  f i v e  of t h e  c r o p s  s t u d i e d  i n  t h i s  

c h a p t e r  has  been matched by c o n s t a n t  a n n u a l  o u t p u t  t h roughou t  t h e  

p a s t  decade.  On t h e  o t h e r  hand, t h e  50 p e r c e n t  r i s e  i n  r e a l  

p r i c e s  of c o t t o n  and c o f f e e  has  been accompanied by a s i g n i f i c a n t  

i n c r e a s e  i n  t h e  p r o d u c t i o n  of t h o s e  two commodit ies .  The growth 

i n  expor t ed  c r o p  o u t p u t  c o r r e l a t e s  wi th  t h e  i n c r e a s e  i n  t h e  u se  

o f  imported i n p u t s  ( s e e  Table  1 0 ) ;  e x p o r t  c r o p  p ~ o d u c e r s  use  t h e  

g r e a t e r  p a r t  of a v a i l a b l e  s u p p l i e ~  of  f e r t i l i z e r s  and o t h e r  

chemica l  ir.?uCs. 



TABLE 8 -- 
P R n D U C T l O N  I AND REAL P R I C E S  FOR T H R E E  EXPORT CROPS 

1 9701 1 9 8 0  

YEAR -- BANANAS COFFEE COTTON 

P R I C E  PRODUCT 1 ON PR l CE PRODUCT l ON PR I C E  PRODUCT l ON 

I /  In thousands of -  quintales (100  Ibs.) - 
2/ nominal pr ice (lempiras per k i lo )  + GDP def la tor  (1966 = 100) - 
Source: Banco Central de Honduras 



YEAR - 

19 70 

1971 

19 72 

1973 

1974 

1975 

CORN - 
PR l CE PRODUCT l ON 

7 -07  7,772 

5.48 7,918 

5.60 7,979 

6.62 7,726 

6.89 7,902 

10.60 7,563 

TABLE 9 

PRODUCTION AND REAL PRICES FOR BASIC GRAINS 
1970-1980 

BEANS R l  CE SORGHUM 

PRICE PRODUCT l ON PRl CE PRODUCTION PRICE PRODUCTION 

1/  i n  thousands of quintales (100 l b s . )  - 
2/ nominal wholesale p r i c e  + GDP d e f l a t o r  (1966 = 100) - 

(lemuiras per  qu in t a l )  

Source: N i n i s t r y  o f  N a t u r a l  Resources .  



e c t i c i d e s ,  Fungicides 

F e r t  i 1 i z e r s  o f  natu 

Imports only ( r i c e ,  

urce: Ch inch i l la  

TABLE 1 0  

.ANNUAL RATE OF GROWTH I N  CONSUMPTION OF 
SELECTED IMPORTED AGR I CULTURAL 

INPUTS 

Time Per iod 

r a l  ( 

co rn 

, plant  or an 

ta  t o ,  sesame, 

irnal) o r i g i n  

sorghum, and bean s eeds) 



It  i s  i n t e r e s t i n g  t o  n o t e  t h a t  t h e  s w i t c h  t o  e x p o r t  c r o p s  

h a s  o c c u r r e d  l a r g e l y  i n  s p i t e  o f  t h e  g o a l s  o f  government p o l i c y .  

A s  i s  p o i n t e d  o u t  ic S e c t i o n  I I I ,  e x p o r t  taxes d i r e c t l y  

d i s c o u r a g e  t h e  p r o d u c t i o n  of  c o f f e e  and bananas .  It would seem 

t h a t  p r o d u c t i o n  o f  b a s i c  g r a i n s  cou ld  be encouraged  bo th  by 

s t r e n g t h e n i n g  t h e  i n s t i t u t i o n a l  c a p a c i t i e s  o f  I H M A ,  which i s  sup- 

posed t o  be i n t e r v e ~ i i n g  i n  c o r n ,  bean,  r i c e ,  and sorghum marke t s  

i n  o r d e r  t o  m a i n t a i n  p roduce r  i n c e n t i v e s ,  and by r e l a x i n g  con- 

sumer p r i c e  c o n t r o l s  on food ,  which, t o  t h e  e x t e n t  t hey  are 

e f f e c t i v e ,  d i s c o u r a g e  p r o d u c t i o n .  

More b r o a d l y ,  t h e  c r o p  a g r i c u l t u r e  s e c t o r  a s  a whole would 

b e n e f i t  from changes  i n  a number of government p o l i c i e s .  I n  

a d d i t i o n  t o  r e l a x i n g  p r i c e  c o n t r o l s  and l o w e r i n g  e x p o r t  t a x e s ,  

r e d u c t i o n s  i n  t h e  r a t h e r  s l z a b l e  l e v i e s  on impor ted  i n p u t s  (see 

S u b s e c t i o n  111-c) would promote a d o p t i o n  of  more p r o d u c t i v e  a g r i -  

c u l t u r a l  t e c h n i q u e s .  I n  t h i s  way, a d d i t i o n a l  c r o p  o u t p u t s  cou ld  

be  s e c u r e d  w i t h o u t  l a r g e  i n c r e a s e s  i n  food  p r i c e s .  



Methodo log i ca l  Note:  D e r i v a t i o n  of 
Per-Unit  Value Added I n d i c e s  

S e c t i o n  1 ' s  i n d i c e s  r e g i s t e r i n g  r e l a t i v e  g rowth  rates i n  

d i f t e r en tu  s e c t o r s 1  v a l u e  added p e r  u n i t  o f  p r o d u c t i o n  a r e  coil- 

s t r u c t e d  u s i n g  d a t a  on t o t a l  v a l u e  added by s e c t o r  f o r  t h e  y e a r s ,  

1970 t h r o u g h  1980. These  d a t a ,  which have been p r e p a r e d  by t h e  

Banco C e n t r a l  de  Honduras and which a r e  r e p o r t e d  i n  Appendix 

Tab l e  2 ,  are e x p r e s s e d  i n  two ways. F i r s t ,  a c u r r e n t  l e m p i r a  

t o t a l  f o r  s e c t o r  i i n  y e a r  t f s  o b t a i n e d  by s u b t r a c t i n g  two quan- 

t i t i e s  ( f i r s t ,  t k e  c u r r e n t ,  o r  y e a r  t ,  l e m p i r a  v a l u e  of  bo th  t h e  

i n t e r m e d i a t e  and impor ted  goods  and s e r v i c e s  used as i n p u t s  i n  

s e c t i r  i and ,  s econd ,  t a e  i n d i r e c t  taxes p a i d  t n  y e a r  t by the  

s e c t o r )  f rorn t h e  c u r r e n t  l e m p i r a  v a l u e  of  t h e  s e c t o r ' s  t o t a l  o u t -  

p u t .  Second,  a c o n s t a n t  (1966)  l e m p i r a  v a l u e  added t o t a l  i s  

c a l c u l a t e d  by s u b t r a c t i n g  t h e  1966 l e m p i r a  v a l u e  o f  y e a r  t l s  

i n p u t s  and t a x e s  from t h e  1966 l e m p i r a  v a l u e  of  the y e a r  t I s  

p r o d u c t i o n .  

With two measures  o f  v a l u e  added a v a i l a b l e  f o r  any s e c t o r  i n  

a g i v e n  y e a r ,  a n  i m p l i c i t  e e c t o r a l  d e f l a t o r  f o r  t h a t  y e a r  c an  be  

i d e n t i f i e d .  R e f e r r i n g  t o  a h y p o t h e t i c a l  s e c t o r  i i n  y e a r  t ,  t h e  

i m p l i c i t  d e f l a t o r ,  D i t ,  i s  o b t a i n e d  by d i v i d i n g  y e a r  t l s  c u r r e n t  

l e m p i r a  t o t a l  v a l u e  adder1 by t h e  sane y e a r ' s  constant, l e m p i r a  

t o t a l  v:tl!le added. 'I1h.Ls tlef Lator1, D i t ,  Lnd i c a  t e s  t h e  r lo~ninal  

i n c r e a s e  i n  v a l u e  added p e r  u n i t  of  p r o d u c t i o n  oc idu r r i ng  between 

1966 and y e a r  t .  

It  i s  a  s i m p l e  m a t t e r ,  t h e n ,  t o  p r e p a r e  an  i ndex  t h a t  com- 

p a r e s  r e l a t i v e  changes  i n  v a l u e  added p e r  u n i t  o f  p r o d u c t i o n  f o r  



any two s e c t o r s ,  i as5 j. S p e c i f i c a l l y ,  t h e  v a l u e  of  t h e  i n d e x  

comparing s e c t o r s  i and  j i n  year t ( I i j t )  e q u a l s  D i t  d i v i d e d  by 

D j t *  



APPENDIX TABLE 1 

GENERAL CONSUMER AND RETAIL FOOD PRICE l N D l C E SFOR REPUBLIC OF H O N D U W  , 
TEGUCIGALPA, AND SAN PEDRO DE SULA, 1965-1980 (1966=100) 

T e g u c i ~ a l p a  

General  - Food 

99.8 99.8  

100.0 100.0 

101.2 100.1  

103.8 102.0 

105.7 1C3.1 

108.8 108.9 

111.2 113.0 

117.0 . m r )  
L L b .  L 

121.3 124.7 

138.6 146.4 

147.6 158.1 

154.7 167.6 

167.7 185.8 

177.9 198.1 

194.0 213.1 

226.0 247.7 

Source:  Banco C e n t r a l  d e  Honduras 

San Pedro de S u l a  Rep. of  Honduras  

Genera l  

98.1 

100.0 

103.1 

105 .O 

106.5 

109.9 

112.6 

115.9 

123.9 

137.4 

150.9 

157.7 

169 .O 

178.3 

193.2 

234.5 

Food - 
98.2 

100.0 

104.2 

106.0 

108.3 

113.3 

117.6 

121.2 

130.1  

150.4 

166.7 

170.9 

188  .O 

198.7 

212.6 

257.3 

Genera l  

99.1 

100 .o 
102.1  

104 .O 

105.3 

108.4 

110.7 

114.7 

121.2 

136.2 

147.4 

154.7 

167.9 

177.5 

193.1 

229.4 

Focd - 

110.2 

113.7 

119.1  

126 .O 

146.8 

160.5 

166.8 

1 8 s .  7 

197.1  

212.8 

253.6 



Sector  

A. In Current Pr ices :  

Agriculture,  S i l v i c u l t u r e  
and Fishing 

Manufacturing 

Service 

Public ( including Oef ense) 

Other 

Net Indirect Taxes 

Total  

B .  In 1966 Pr ices :  

Agriculture , S i l v i c u l t u r e ,  
and Fishing 

Manufacturing 

Service 

Public  ( including Defense) 

Other. ' 

Net ~ n d i r e c t  Taxes 

Tota l  

* in  millions of lempiuas 

P/ preliminary - 
Source: Banco Central de  Honduras 

APPENDIX TABLE 2 

VALUE ADDED* BY SECTOR, 1.9 70-1980 



Appendix Table 3 

General Consumer Price Index for  
Tegucigalpa, By Month, 1970-1980 

Year January February Plarch April May June July August September October November December Average 

Reta i l  Food Price Index for  
Tegucigalpa, By Month, 1970-1980 

Source : Banco Central de Honduras. 



Appendix Table 4 

Byerage Lempira Value* 
of Selected F ~ p o r t  Crops, 

1960-1990 
( i n  current Lempiras) 

--- 

Year Crop 
Bananas Crapef r u i  t Pineapples Cof f e g  Cot ton ~obacco-  

0 .O9l 

0.098 

0.137 

0.105 

0.111 

0.104 

0.109 

0,112 

0.074 

0.095 

0.143 

0.111 

0.113 

0,110 

0,115 

0.068 

0.131 

0.110 

0.509 

0.532 

N.A. 

0.084 

0.182 

0.122 

0.052 

0.069 

0.065 

0.088 

0.069 

0.069 

0.116 

0.074 

0.111 

0.110 

0.110 

0.100 

0.108 

0.121 

0.117 

0,484 

0.471 

N.A. 

f1E.o.b. pr ice  per kilogram a t  point of  shipment. ( t o t a l  annual export value/ki lograms 
Source: Banco Central  de Honduras sh i pped) . 



,APPENDIX TABLE 5 
STANDARD DEV IATI ON, HEAN, 'AND COEFF,IC I ENT OF 

.CQRRELATION FOR CORN PRICES*  

1966 - 1980 

S.D. 

0.644 

1 799 
1.126 

0.538 
2.566 

0.736 
0.705 
1.364 

0-955 
5.462 
0.827 
2.906 
2.110 

1.795 
2.997 

* Wholesale p r i c e  in Tegucigalpa 
A 
(Lempiras per  100 lbs . )  

Source: Departamento de Economia y E s t a d i s t i c a  Agr ico la ,  
Secretar ia  de Rccursos Naturales 



YEAR 
7 

APPENDIX TABLE 6 

STANDARD DEVIATION, MEAN, AND COEFFICIENT 
OF CORRELAT l ON FOR BEAN PR l CESfi 

S.D. HEAN - C .  o f  C .  

*Wholesale p r i c e  in Teguciga lpa A 
(Lempiras per 100 I b s . )  

Source: Departamento de Econarnia y Estadrs t ica  Agr ico la ,  
Secre tar ia  de Recursos Na tura les  



YEAR - 
1966 

APPENDIX TABLE 7 

STANDARD DEVIATION. MEAN, AND COEFFICIENT OF 
CORRELATION FOR RICE PRICES :: 

1966 - 1980 

S.D. 

2.036 
2.619 

0.987 
0.849 
2.469 

7.835 

3.807 
1.188 

5.456 

2- 055 

1 594 
2.547 

4.902 

1.389 
4..093 

;\Wholesale p r i c e  ( ~ e m p i r a s  per 100 I bs .) in Tegucigalpa 

Source: Departamento de Economia y Estadist  ica  Agr ico la ,  
Secre tar ia  de Recursos Naturales 



APPENDIX TABLE 8 

YEAR 

I966 

1967 
1968 

1969 

1970 
1971 

1972 

1973 
1974 

1975 
1976 

1977 

19 78 
1979 
1980 

STANDARD DEV IAT ION, NEAN, AND COEFFIC IENT OF 
CORRELATI ON FOR SORGHUM PR ICES" 

S.D. 

0.402 

2.146 

0.785 
0.664 

2.386 

0.857 
1.838 

0.723 
0.640 

7.046 

1.984 

4.601 

1.452 

1.561 

1.637 

1966 - 1980 

H EAN 

5.36 
6.76 

7.90 
5.21 

7.59 
6.48 
6.84 

11.63 

9.60 
18.36 

11.90 
21.63 

16.87 

15.09 
20.31 

* Wholesale p t i c e  ( ~ e r n ~ i r a s  r.?r 100 l bs . )  i n  Tegucigalpa 

Source: Departamento de Economia y Estad i ' s t i ca  A g r i c o l a ,  
Sec re ta r i a  de Recursos Natura 1 es 



APPEND l X  TABLE 9 

VALUE ADDED, SELECTED CROPS, 
1 9 7 0  - 1980 

PRODUCT YEAR 

Bananas 

Coffee 

Cotton 

Corn - 
Beans - 
Rice 

Sorghum 

* in m i l  I ions of current Lempiras 

Source: Banco Central de Honduras 



APPENDIX TABLE 1 0  

GROSS VALUE OF PRODUCT1 ON,5  SELECTED CROPS,  
1 9 7 0  - 1 9 8 0  

PRODUCT YEAR 

Bananas 

Coffee 

Cot ton 

Corn 

Beans 

Rice - 

* In  m i  1 1  ions o f  current Lempiras 

Source: Banco Central de Honduras 



APPENDIX TABLE 1 1  

YEAR 
7 

1972 

1973 
1974 

1975 

1976 

1977 

19 78 

19 79 

1980 

CURRENT LEMP l RA PR I CESf: FOR FERT IL IZERS , 
1972 - 1980 

PRODUCT 

12-12-17-2 
2 

13.20 

1 h.  59 
27.28 

29.00 

25.50 

18.20 

27- 75 
26.90 

4 

24.554 ' 

Urea 46% 

12.05 

14.35 

30.00 

30.25 

24.17 

18.33 
- 

22.15 

29.96 

fi pe r  100 pounds 

I/ Numbers r e f e r  t o  percentages of  n i t r o g e n ,  phosphorus, and - 
potassium, r e s p e c t i v e l y  

2 /  Numbers r e f e r  t o  percentages o f  n  i t rogen,  phosphorus, po tass i  urn, - 
and magnanese, r e s p e c t i v e l y  

3/ Pr i ces  i n  Cen t ro  O r i e n t a l  R e ~ i o n  - 
4/ Pr i ces  i n  No r t e  and L i  t o r a l  A t l S n t i c o  Regions - 

Source: Departamento de Economia y E s t a d i s t i c a  A g r i c o l a ,  
Secretar  i a  de Recursos Na t u ra  l e s  



YEAR 

19 72 

1973 

1974 

1975 

19 76 

1977 

19 78 

APPENDIX TABLE 12 

'CURRENT LEMPIRA PRICES* FOR INSECTICIDES, 
1972 - 1980 

PRODUCT 

A l d r i n  a1 2.5% P.M. Mala th ion  a1 2.5% 

30.00 120.00 

35.00 123.00 

SO. 00 133.33 

SO. 00 152.50 

55.00 150.00 

50.00 1 50.00 

54-75 175.00 

1979 
I 

60.00 187.50 

* per 100 pounds 

1 /  Pr ices  i n  Centro O r i e n t a l  Region - 

Source: Departamen t o  de Economia y Estadis  t ica  Agr i co la ,  
Secretar ia  de Recursos Natura les 

C 1 ordano a 1 20% 

95.00 

160.00 

115.00 

120 .oo 
120.00 

135.00 

130 .OO 

145.00 



YEAR - 

APPENDIX TABLE 13  
CURRENT LEMP IRA PR l CES FOR FUNG l C  l DES AND HERB 16 1 D E S ,  

1972 - 1980 

PRODUCT 

2 - 4 4  (a  46 - 480) 1 Beulate  2 

1 /  P r i c e  per gal  Ion - 
2/  Pr ice  per pound - 
3 r ices  in  Centro Or ienta l  Region - 

Source: Departmento de Economia y E s t a d i s t i c a  Agr ico la ,  
Secretar i a  de Recursos Na tura les 



APPENDIX TABLE 14 

CURRENT LEMPIRA PRICES*  FOR FUELS, 
1972 - 1981 

YEAR PRODUCT 

Regular Gaso1,ine 

M i n  imum Haxiciim- 

0.96 0.96 

0.96 0.96 

1.68 1.82 
1.80 1.94 

1.80 1.94 

2.03 2.17 

1.98 2.12 

2.18 - 3.18 2.32 - 3-32 

3.48 - 3.49 3.62 - 3.66 
3.82 3.99 

D i  esel 

M i n  imum Maxi mum 

* per ga l l on  

1/ Pre-1974 gasol ine p r i ce  was uncontrol led, uniform nat iona l  pr ice.  M i n i m u m  post-1973 - pr ices  for  gasol ine and diesel occur i n  v i c i n i t y  o f  Puerto Cor t i s  re f inery .  Highest 
con t ro l l ed  p r i ces  are allowed i n  those par ts  o f  the country located far thest  from 
the re f inery .  

Source: Direcci6n General de Comercio I n t e r i o r ,  Secretaria de Economia 



Source: 

A P P E N D I X  TABLE IS 
CURRENT L E M P I R A  P R I C E S +  FOR TRACTORS,  

1972 - 1980 

PRODUCT 

Massey Ferguson - 265 (63 HP) . Massey Ferguson - 1 0 8 5  (92 HP) 

Depar tamen to  de Economia y Es t ad i s  t i ca Ag r i c o  I a ,  
Secre ta r ra  de Recursos Na tura  les  



YEAR - 

APPENDIX TABLE 16 

CURRENT LEMP IRA PR l CES FOR MACHETES AND WHETSTONES, 
1972 - 1978 

COLLINS YACHETE 

Nominal P r i c e  

L. 3.50 

3.50 

3.50 

5.00 

5 .00 

5 .oo 
5.00 

Source: Depa rtamen t o  de Economia y Estadis t i  ca Agr icola  , 
Secretar ia  de Recursos Naturales 

WHET STONE 

Nominal' P r i c e  

L.  O.SO/each 

0.75 

0.85 



APP EN'3 1 K TABLE 11 7 

HONDURAN MARKETING I N S T I T U T E  
IIIElA 

SUPPORT P R I C E S  FOR THE PURCHASL Oh SASLC GEUINS A T  RURAL STORAGE DEPOTS 
1965-66 TRHOUGH 1980-81 HARVESTS 

CORN BEANS - LOW GRADE R I C E  

RED 6 5 %  AND UP 60 PO 64.92 50 TO 59.9% 

FlINI>IUkI P R I C E S  

23.00 - - 39.00 39.00 - .- 
53.75 43.75 - - 25.35 - - 



IHMA: PURCHASES A N U  SALE5 OF BASIC GMINS EY MONTH 
1978/79-APRIL 1980/81 ti 

QUINTALES 

. MONTH 1978/79 ?979/80 1980/8l 
PURCHASES SALES PURCHASES SAT,ES PURCHASES SALES 

CORN 

Septiembre 
Octubre 
Noviembre 
Dieiemb re 
hero 
Iebrero 
hrro 
Abril 
w o  
J d o  
Julio 
Ator to 

T O T A L  

BEANS -- 
Septiaabrt -.- 1,804 184 1,635 -.- 448 
Octubre 187 570 - .- 3,004 -.- 579 
Noviemb re 3,334 13 1,222 4,086 -.- 403 
Dkiembre 7,117 20 -.- 53 7 -. - 108 
tnero 6,165 70 2,262 627 %,568:12 49 7 
Pebrero 1,994 13 18;382 1,503 32,596.41 45 
Marto 1,915 4 -.- 2,151 9,910.61 70 
Abril 43; 2.021 -.- 2,584 -.- 75 
 YO 26 56 1 -.- 7,106 -. - 125 
Judo -. - 48,734 -.- 9.685 -. - 940 
Julio 298 450 -.- 12,265 -. - -.- 
Ago~ to -.- 671 -.- 1,485 -.- -.- 
T O T A L  19.971 54.9311 22.050, 46.448 68,075.1L0 2,225 ' 

I n c l u d i n g  o n l y  s a l e s  f o r  human consumpt ion .  I n  1979/80 IHMA 
t o t a l  sales were 781,906 q u i n t a l e s ,  o f  whjch t h e  i n d u s t r y  
a b s o r b e d  347,483.62. 

1 

HIGH GRADE RICE 

Septimt re - . -  3,412 -.- 1 .  145 - -  3,493 
Octubre -.- 2,840 -.- 214 -.- 3,577 
Roviembre -.- 1,857 -.- 40 1 -.- 3,118 
Dicienbre -.- 1,516 -.- 580 - -  0.93e 
Enero -.- 730 -.- 2.714 - -  4,931 
Fcbrero -.- 626 -.- 1,395 -.- 6,240 
Uarzo -.- 4,489 -.- 1,646 -.- 6,746 
Abril - .- 4,072 -.- 2,826 - -  6,382 
Hayo -.- 5,176 -.- 3,270 -.- 4,692 
Junio -.- 6,023 -.- 4,755 - -  1,564 
Julio -.- 5,760 -.- 8,227 -. - - - 
40s to -.- 3.610 -.- 5.335 -.- -.- 
f 0 T h L  -. - 40. 109 -. - 32,510. - -  39,425 



APPENOIX TABLE 18 
rl (amt.) 

IHMA: PURCHASES AND SALES OF BASIC G M L N S  BY MOd'l'H 
1978179-APRIL-1980181 

QUIrrruEs 

MONTH 1978179 1979180 1980181 
PITRCHASES SALES PURCHASES SALES PlJRcHI\SES %iLES 

1 

$ LOW GRADE RICE 

Septiembre -.- -.- 2,032 -.- 612.65 3.000 
Oetubre -.- -.- 7,111 -.- 2,385.42 -.- 
Noviembre -.- -.- 26,619 14,957.06 -.- 
Diciembre 46 15,178 27,680.25 -.- 
Enero -.- -.- 7,012 -.- 2.098.85 -.- 
Febrero -.- -.- 1,257 -.- 115.97 
Matzo -.- -.- -.- -.- 13.50 -.- 
Abri 1 -.- -.- -.- -.- 5,797.27 4,865.28 
H.70 -.- -.- - a -  . 1,472 ,12700 14,943,OO 
Junio -.- -.- -.- 9.963 -.- -.- 
Jul io  -.- -.- -.- 7,826 -.- -.- 
Agost0 -.- -.- - .- 5,000 -.- - .- 
T O T A L  46. -.- 59.209* 2 4 , 2 6 1 ~  53,660.77, 7,965.28 

SOllGttUM - 
Sep t i m b r e  -.- 1 -.- 16.637 -.- 6 4 
Octubre -.- -.- -.- -.- -.- 8 
Novieaibre -,- -.- -.- -.- 137.80 6 
Dfciembre 26 -.- -.- -.- 275.80 
Enero 

16 
1,  643 -.- 548 -.- 1,417.91 -.- 

Febrero -5,171 - .- -.- -.- 2,024.10 -.- 
Uarto 8,233 -.- 386 2 630.05 1,103 
Abril 2,528 -.- -.- 2 685.89 1,913 
U ~ Y O  -.- -.- -.- 19 -.- U 
Junio -.- 34 -.- 6 .23,69 1 4  
Julio -.- 26 -.- 143 -.- -. - 
Agos to  -.- 1,158 -,-. 537 -.- -.- 
T O T  A L 18.201 P' 1,219. 9347 17,366, 5'494.94 3,110 

I 

SOURCE: 'IHMA 

UIH 
Z/juniolBl 
EDv/lG~/clm* 



WHITE CORN PRICES:: IN HONDURAS AND NEIGHBORING COUNTRIES DURING 
SELECTED WEEKS OF 1981 

Week 

February 2 - 7 

9 - 1 4  

I , 16- 21 

Harch 16- 2 1  
I '  2 3 - 2 8  

h r c h  30 - A p r i l  4 
A p r i l  . 13- 18 

I I 20- 25 
I I 27-May 2 

;lay 4 - 9 
I I 11 - 16 
I f  18 - 23 

June 1 - 6  

-J? l l  y 1 - 4  

Honduran P r i ce  

8.95 

8.98 

9.58 

9.42 

9.27 

9-24  

9.33 

9.66 

9.94 

10.02 

10;05 

10.04 

10.00 

9.97 

Suatemalan P r i c e  

9.40 

9.60 

9.90 

10.93 

1 1.20 

11.45 

11.67 

12.18 

12.13 

11.45 

11.20 

11 .oo 
1 1.26 

10.90 

Salvadorean P r i ce  

8.70 

8.70 

8.60 

8.90 

g. 10 

9.50 

N /A 

10.50 

10.30 

10.10 

10.00 

10.00 

10.60 

10.40 

N i caraguan Pr i ce  

10.40 

9.20 

9.90 

10.70 

11.50 

N /A 

N/A 

N /A 

N/A 

N /A 

11 .go 

12.40 

12.30 

12.60 

Costa Rican P r i ce  

9.50 

8.80 

8.30 

8.00 

8.00 

8.80 

8.00 

8.00 

5.90 

6.50 

6.60 

7.10 

7.10 

9 - 8 0  

$ CA pe r  100 ibs.  

Source: S l E C A  



APPCKDIX  TABLE 20 

RED BEAN PRICES" I N  HONDURAS AND NEIGHBORING COUNTRIES DURING 
SELECTED WEEKS OF 1981 

Week Honduran P r i c e  G u a t e n ~  Ian P r i c e  Salvadorean P r i c e  Nicaraguan P r i c e  

Febrciary 2 - 7 $ CA 32.27/100 Ibs.  $ CA 40.00/100 lbs .  $ CA 38.30/1CO lbs .  $ CA 40.20/100 l bs .  
I I 9 - 14 34.80 40.00 38.00 39-90 
I I 16 - 21 35.28 40.00 38.00 43.60 

Ha rch 16 - 21 
I I 23 - 28 

Narch 30 - A p r i l  4 

A~I-i  I 13 - 1 8  
I I 20 - 25 

A p r i  l 27 - May 2 

Y a y  4 - 9  
I I  11 - 16 
a .  18 - 23 
-June 1 - 6  

-July 1 - 4  

* 5 CA pe r  100 Ibs 

Source: SIE'CA 



CROP -- 

APPENDIX TABLE 21 

SUPPORT PRICES" IN HONDURAS AND NEIGHBORING COUNTRIES, 
1981 

COUNTRY 

Hcnduras Gua tema l a  E l  Salvador -- Nicaragua Costa Rica 

15.25 15.70 18.40 15.96 22.78 

40.25 37.60 55.20 50.16 66.28 

* Guaranteed p r i c e  (Lempiras per  100 Ibs . )  i n  respect ive c a p i t a l s  

Source: SlECA 



STUDY O F  RURAL CREDIT 

THE C R E D I T  UNION MOVEMENT I N  HONDURAS 

BY 

Jeffrey Poyo 



STUDY OF RURAL CREDIT 

INTRODUCTION 

T h i s  r e p o r t  summarizes a month's  s t a y  i n  Honduras d u r i n g  which t i m e  T 

was a b l e  t o  v i s i t  1 8  c r e d i t  un ions  (Coopera t ivas  d e  Ahorro y  ~ r e / d i t o ) .  The 

f a c t  t h a t  each  one of t h e s e  c r e d i t  u n i o n s  i s  a n  autonomous i n s t i t u t i o n ,  founded 

by i n d i v i d u a l s  i n  t h e  d i f f e r e n t  r e g i o n s  o f  t h e  c o u n t r y ,  e x p l a i n s  t h e  c o l o r f u l  

d i v e r s i t y  I encoun te red .  The spect rum of t h e s e  c o o p e r a t i v e  a s s o c i a t i o n s  ex- . 
t e n d s  from some t h a t  a r e  managed more p r o f e s s i o n a l l y  t h a n  most commercial 

banks ,  t o  t h o s e  whose m i l i e u  i s  more a k i n  t o  a f e u d a l  estate t h a n  t o  a  

f i n a n c i a l  i n s  t i t u  t i on. 

Regard less  of t h e i r  d i v e r s e  n a t u r e ,  t h e  one u n d e r l y i n g  c h a r a c t e r i s t i c  

which they a11 p o s s e s s  i s  t h e i r  s t r a t e g i c  l o c a t i o n  w i t h  r e s p e c t  t o  t h e  s o c i o -  

economic development OF t h e  Honduran c o u n t r y s i d e .  They r e p r e s e n t  an i n d i g e n o u s  

f i n a n c i a l  i n s t i t u t i o n  t h a t  i n t e r a c t s  w i t h  t h e  small Farmers,  a r t i s a n s  and shop- 

keepers  i n  a  way t h a t  110 o t h e r  s t a t e  o r  p r i v a t e  i n s t i t u t i o n  c o u l d .  The job  

t h e  c r e d i t  un ions  perform i n  p r o v i d i n g  c r e d i t ,  s a v i n g s  o p p o r t u n i t i e s ,  and 

" s o c i a l  s e c u r i t y "  would be i n ~ p o s s i b l e  to r e p l a c e .  A rough estimate of t h e  

t o t a l  l o a n  p o r t f o l i o  (December 31,  1980) f o r  t h e  64  c r e d i t  u n i o n s  c l a s s i f i e d  

a s  r u r a l  was between 50 and 55 m i l l i o n  l e m p i r a s ,  of which approx imate ly  20 t o  

25 m i l l i o n  were d i r e c t e d  t o  a g r i c u l t u r a l  and c a t t l e  r a i s i n g  a c t i v i t i e s .  
1 

. .. 
These i n s t i t u t i o n s  are  prov id ing  t h e s e  bad ly  needcd s e r v i c e s  t o  a group of 

people  whose incone  l e v e l  is Far t o o  low t o  be se rved  by t h e  banking sec to r - -  

commercial u r  s t a t e  r u n .  T l ~ e  t r i lnsacr  t o n s  i ~ n d  informnt  Jon c o s t s  involved 

-.-- ..- - - . -- ----- 
1 
For a  more d e t a i l e d  c l  a s s i f i c a t  iotl of t h e  credit u ~ ~ i m s  i ~ f i l i a r c d  t o  

FACACtl, s e e :  Jo rge  Nery Cli i n c h i l  l ; ~  I:. ,"Informe b ; i s ~ d o  en v i s i t a s  ;I un s e l e c t o  
udmero de C o o p e r ; ~ t i v n s  clc Alttlr ro y C r c d i t o  ii f i l i a d n s  .I FACACH" , US-AID/ Hondu- 
I S  r c h  1 9 8  Tticsc r o ~ r s l ~  e:; timate:; wtluld most probably  be 311 upper bound. 
(US $1=2 Lempiras,  A q u s t  1981 ) 



TABLE 1 

LOAN PORTFOLIO 

December 31, 1980 

' X  Members Loans t o  
c r e d i t  uniona T o t a l  Loans Agr i cu l tu re  Agr i cu l tu re  

c o r q u h b  1,015,905 80 812,724 

~anmarqueca 1,773,040 12  212,766 

Chorotega 798,758 ?& 79,876 

San ~ n d r d s  717,905 8 0 574,324 

Campanento 216,501 30 64,950 

La Hermandad 401,959 7 0 281,371 

P ina l e  j o 943,178 3 5 .330,112 

TOTAL 5,867,256 2,356,123 

Estimate t o t a l  loans  of 64 r u r a l  c r e d i t  unions: 

52,805,304 Lempiras 

Est imate t o t a l  loan t o  a g r i c u l t u r e :  

21,205,107 Lempiras 

a 
OF t h e  16 c r e d i t  unions inc luded  i n  t h e  sample, t h i s  

d e t a i l e d  information was r ead i ly  a v a i l a b l e  from only seven. 

b ~ a n u a r y  31, 1981. 



i n  l end ing  t o  them prove t o  be p r o h i b i t i v e  f o r  o t h e r  f i n a n c i a l  i n s t i t u t i o n s ;  

t h i s  is t h e  key t o  unders tanding t h e  importance of t h e s e  c r e d i t  unions.  

L a t e r  we w i l l  see how t h e i r  s t r u c t u r e  and t ~ n i q u e  c h a z a c t e r i s t i c s  a l l ow  them 

t o  work w i th  t h i s  group of  people .  

The d i v e r s i t y  I encountei-ed among t h e s e  c r e d i t  un ions  n o t  on ly  emanated 

from t h e i r  a d m i n i s t r a t i v e  s t r u c t u r e ,  bu t  more impor tan t ly  from t h e  l e v e l  t o  

which they have r e a l i z e d  t h e i r  p o t e n t i a l  f o r  growth. Most of t h e  c r e d i t  

unions have s t agna t ed  due t o  t h e i r  i n a b i l i t y  t o  d e a l  e f f e c t i v e l y  w i t h  t h e  

i n f l a t i o n  Honduras is p r e s e n t l y  exper ienc ing .  Only one of t h e  c r e d i t  un ions  

1 v i s i t e d  was a b l e  t o  con t inue  i ts  growth r i g h t  through t h e  i n f l a t i o n a r y  

per iod  due t o  t h e i r  a g g r e s s i v e  s av ings  m o b i l i z a t i o n  e f f o r t s  and r e a l i s t i c  

i n t e r e s t  r a t e  p o l i c i e s .  The i r  s t r e n g t h  i s  such t h a t  when a commercial bank 

i n v e s t i g a t e d  t h e i r  growth and decided t o  open a  branch o f f i c e  i n  t h e  predomi- 

n a t e l y  c a t t l e  r a i s i n g  and c o f f e e  producing reg ion ,  i t  was d r i v e n  ou t  of busi-  

ness  by. t h e  c r e d i t  union. 

There a r e  many v a r i a b l e s  which in f luenced  t h e  s ccces s  of t h i s  c r e d i t  

union, but  t he  important po in t  i s  t h a t  they  need n o t  be  unique t o  corqu<n. 

There i s  an open f i e l d  f o r  t h e  c r e d i t  union movement t o  grow i n ,  bu t  u n l e s s  

some a c t i o n  i s  taken t o  d e a l  wi th  t h e  i n f l a t i o n a r y  p r e s s u r e s  many cf t h e s e  

r u r a l  i n s t i t u t i o n s  w i l l  d i e  o u t ,  no t  be,cpuse they a r e  too  smal l  o r  work w i th  

a  group of people who a r e  too  poor ,  but  because of  e r roneous  p o l i c i e s  which 

pe rpe tua t e  a s t a t e  of money i l l t ~ s i o n .  Perhaps t h e  most important  f a c t o r  

which spu r s  m y  optimism about t h e  c r e d i t  union movement i n  Honduras, i s  t h a t  

e v e r y o n e o f  the  i n s t i t u t i o n s  I v i s i t e d  was aware of t he  problem t h a t  h igh ly  

- -.--- 

l ~ o o ~ e r a t i v a  d e  Ahorro y ~ r & i i t o  ~ o i g u i n ,  Ltda.  



nega t ive  r e a l  r a t e s  of i n t e r e s t  on d e p o s i t s  and l o a n s  was c r e a t i n g ,  and t h e  

- - 

fou r  who v n r e  sti l l  charging on ly  1 2  percen t  annual  i n t e r e s t  on l o a n s  had 

been a c t i v e l y  seek ing  t o  change t h e  s t a t u t e s  o r  had a l r e a d y  done so.  1 

T h i s  r e p o r t  is d iv ided  i n t o  f i v e  ' sec t ions ,  t h e s e  a r e :  C r e d i t  Unions 

V i s i t ed ,  S t r u c t u r e  of C r e d i t  Unions, Some Problems Encountered, Savings 

Mobi l iza t ion  P o t e n t i a l ,  and Conclusion. 

I would l i k e  t o  exp re s s  my g r a t i t u d e  t o  a l l  of t hose  people  i n  FACACH 

( ~ e d e r a c i 6 n  d e  Asocia cf  ones  Cooperat ivas  d e  Ahorro y ~ r e ' d i t o  d e  Honduras) 

whose adv i ce  and h e l p  f a c i l i t a t e d  my t a s k  cons ide rab ly ,  and t o  t h e  i n d i v i d u a l  

coope ra t i ve s  f o r  t h e i r  p a t i e n c e  w i t h  my e n d l e s s  ques t i ons .  I would l i k e  

e s p e c i a l l y  t o  thank a l l  of those  people  who made t h i s  rewarding exper ience  

a  p o s s i b i l i t y .  

CREDIT UNIONS VISITED 

Ttt c r e d i t  unions t o  be v i s i t e d  were s e l e c t e d  from f o u r  depar tments  of 

Honduras t r y i n g  t o  i nc lude  among t h e  sample t h e  most important  r u r a l  i n s t i -  

t u t i o n s .  The f o u r  depar tments  'we concen t r a t ed  on were: cop&, and Santa  

~ a ' r b a r a  i n  t he  North,  and Choluteca and Olancho i n  t h e  South and West re- 

spec t i ve ly .  These f o u r  a r e a s  were s e l e c t e d  i n  o rde r  t o  complement t h e  f i e l d  

work Ca r lo s  Cuevas i s  c a r r y i n g  o u t  i n  t h e s e  f o u r  depar tments .  A sample of . . 
members was taken of one c r e d i t  union i n  each of t h e  f o u r  depar tments  t o  

be included i n  h i s  i n t e rv i ews .  2 

'when most of t h e  c r e d i t  unions were s t a r t e d  i n  t he  1960s,  the  r ace  of 
i n t e r e s t  charged on l oans  was speciEied i n  t h e  s t a t u t e s ,  and cculd not  b e  
changed except  by a unanimous dec i s ion  of t h e  D i r e c t o r s .  T h i s  s e r i o u s l y  
hampered t h e  admin i s t r a t i on  of t h e  c r e d i t  unions as might be expected.  

2 
We s e l e c t e d  ten  members of t h e  c r e d i t  unions who.had l o a n s  i n  1981 and 

ten who h i d  no l oans  from the se  In s t  i t i l t  ions .  By t h i s  p roces s  we hoped t o  
a t t a i n  Informat ion on i n s t i t i o n a l  and n u n - i n s t i t u t i o n a l  c r e d i t .  



a . .  

. . 
T h i s  s t u d y  began w i t h  a  v i s i t  t o  t h e  Department o f  Comayagua where we 

v i s i t e d  two c r e d i t  u n i o n s  i n  t h e  towns o f  La Paz  and Comayagua. T h e  purpose  

f o r  t h e s e v i s i t s  were  ro h e l p  u s  develop ti uni fo rm q u e s t i o n n a i r e  t o  b e  used  

w i t h  t h e  c r e d i t  u n i o n s  s e l e c t e d  i r l  t h e - s a m p l e ,  and t o  f i n d  o u t  what i n f o r -  

mat ion w e  cou ld  r e a s o n a b l y  expec t  t o  a c q u i r e  on o u r  f u t u r e  v i s i t s .  I n  e v e r y  

one o f  t h e  c r e d i t  u u i o n s  w e  were r e c e i v e d  w i t h  t h e  most open and c o o p e r a t i v e  

a t t i t u d e s ,  and d i s c u s s i o n  o f  problems t h a t  a f f l i c t e d  t h e s e  i n s t i t u t i o n s  were 

d i s c u s s e d  i n  a  v e r y  h o n e s t  f a s h i o n .  

The c r e d i t  u n i o n s  s e l e c t e d  v a r y  i n  s i z e ,  t h e  s m a l l e s t  b e i n g  San Marcos 

d e l  Valle w i t h  o n l y  1 4 1  members and one employee; t h e  l a r g e s t  b e i n g  t h e  

c r e d i t  union ~anmarque?ia w i t h  1446 members and  f i v e  employees. Al though 

t h e  c r e d i t  union ~ o r q u i n  h a s  on ly  729 mt?rnbers, t h e y  have t e n  employees.  I 

w i l l  t u r n  nex t  t o  a p r e s e n t s t i o n o f t : ~ e  a d m i n i s t r a t i v e  and economic s t r u c t u r e s  

of t h e  v a r i o u s  c r e d i t  u n i o ~ s  v i s i t e d .  

STRUCTURE CF THE CREDIT UNIONS 

The c r e d i t  union movement i n  Honduras is q u i t e  young w i t h  a n  a v e r a g e  age  

o f  t h e  sample b e i n g  o n l y  t h i r t e e n  y e a r s .  As c a n  be  seen  i n  T a b l e  2 ,  t h e  o l d e s t  

c r e d i t  union i s  c a l l e d  Chorotcgo and i t  h a s  been c h a r t e r e d  f o r  17 y e a r s ,  w h i l e  

t h e  youngest ,  which a r e  g e n e r a l l y  c o n c e n t r a t e d  i n  t h e  North,  a r e  o n l y  10 

y e a r s  o l d .  T a b l e  2 p r e s e n t s  t h e  g e n e r a l  i n f o r m a t i o n  abou t  t h e  c o o p e r a t i v e s  

we v i s i t e d  and I w i l l  d i s c u s s  each of t h e  d i f f e r e n t  a r e a s  separate1.y.  

The c r e d i t  u n i o n s  began w i t h  b a s i c a l l y  t h e  same s t r u c t u r e ,  c h a r g i n g  t h e  

same r a t e  of i n t e r e s t  on l o a n s ,  and o f f e r i n g  t h e  same b a s i c  s e r v i c e s .  A s  

time went on and economic c o n d i t i o n s  began t o  change,  t h e  c r e d i t  un ions  began 

t o  a l t e r  their s t r u c t u r e s  i n  o r d e r  t o  d e a l  more e f f e c t i v e l y  w i t h  t h e  growing 



Percen t  
Farmers 

Percen t  and 
C r e d i t  Union Tears  Ernplovcesa Members Act ive Ranchers . - --- ----- -- ------ --- ---- - 

Choluteca - - - -- --- 
Choro tega 17 3 570 5 3 1 0  

Fra  t e rn idad  
Pesp i rense  14 

San ~ n d r g s  1 6  

Olnncho --- --- . - 
Campamento 13 

Ca tacamas 15 

J u  t i c a l p a  1 5  

San Franc isco  
de  l a  Paz 1 3  

Dulce Nombre 1 2  

Nueva Vida 16 

corqufn 1 3  

Sat:ta ~ g r b a r c r  ------ 
P i n a l e j o  1 0  

San Mnrcos 
de l  Va l l e  1 0  

La Hermandad 1-3 

Macuelizo - -- 1 0  

1 1 ;  ! 

3 0 

80  

3 0 

95 

1 0  

9 0 

Ma jo r i t y  

40 

Rat io  of Percent  
Loan t o  Loans Percent  
C a p i t a l  Overdue Capi ta l -  

Cornyetition Co_n_t_rjbution @orosidad) i z a t i on '  - -- 

Yes 2 .5  :1 13.5 10 

Yes 4 : l  
>1,000 L 17 .o No 

2.8: l  

No 

No 

No 

Yes 

Y e s  

Yes 

No 

No 

minimum 
3 : 1 

no maximum 

1 .5 : l  12% 
2 : l  18% 

2 : 1 

2 : 1 

2: l  

'2 : 1 

2 :1 
3 : 1 

2:l  

6 6 5 Yes 2 : l  17 

8 7 5 0 No 3 : l  7 

5 : l  max. 
6 5 35 No very s m a l l  4 0 

l oans  

57 SO No 3 : l  a11 c r e d i t  46 
cance l led  

2 8 7 0 Yes 3 : l  6 0 



C r e d i t  Union --- 
Cholu teca - 
Choro t e g a  

~anmarquei ia  

F r a t e r n i d a d  
P e s p i r e n s e  

San ~ n d r e ' s  

Olancho -- -- 
Campamento 

Catacarnas 

J u t  i c a l p a  

San F r a n c i s c o  
d e  l a  Paz 

cop& 

San ~ i c o l g s  

Dulce  Nornbre 

Nueva Vida 

c o r q u f n  

S a n t a  ~ g r b a r a  --- - 
P i n a l e j o  

San Marcos 
d e l  Valle 

La Hemondad 

Macuel izo  

Loan 
Commission 
(Lempiras) S t o r e  

No 

No 

No 

No 

Yes 

No 

Y e s  

No 

Yes 

No 

No 

N o  

No 

---- Annual I n t e r e s t  R a t e s  -- 

Loans -- 

1 5  

1 2  

1 2  

1 2  
1 8  

15  
1 8  

18 

15 

1 2  
18 

1 5  

12 

1 5  

1 8  

1.2 
18 

1 5  
18 

12  

15 

C a p i t a l  
C o n t r i b u t i o n  

(Apor tes)  --- 

3-4 Depends 
o n  p r o f i t s  

1-6 Depends 
on  p ro f  its 

5 

4 

Max imutn 
Time 

Sav ings  D e p o s i t s  

7 N.A. 

6 7 

7 N.A. 

7.5 N.A. 



a Only those  who a r e  ea rn ing  3 s a l a r y  from the  c r e d i t  union a r e  included such 
a s :  managers and s e c r e t a r i e s .  D i r e c t o r s  and o t h e r s  involved i n  t h e  c r e d i t  union 
do not  r e c e i v e  any payment f o r  their work. 

b ~ h e  l i q u i d i t y  and economic problems of t h i s  c r e d i t  union have reached the 
po in t  t h a t  t h e  members have ceased making r e g u l a r  c a p i t a l  c o n t r i b u t i o n s ,  bu t  
b r i ng  t h e  money I n t o  t he  o f f i c e  when they are ready t o  r e q u e s t  a  loan.  

C C a p i t a l i z a t i o n  is a procedure whereby t h e  c r e d i t  unions deduct a f i xed  
percentage from t h e  amount of t h e  l oan  and d e p o s i t  i t  i n t o  t h e  member's 
c a p i t a l  c o n t r i b u t i o n s ,  thus ,  g iv ing  t h e  member l e s s  than t h e  t o t a l  amount of 
the  l oan  approved. 



i n f l a t i o n a r y  p r e s s u r e s .  

When a n a l y z i n g  t h e  growth t h e  c r e d i  t u n i o n  movement, many r e f e r e n c e s  

a r e  made t o  t h e  growth i n  t h e  number of new rneml--s and upon t h e  o b l i g a t o r y  

c a p i t a l  c o n t r i b u t i o n s  c a p t u r e d ,  and v e r y  l i t t l e  a t t e n t i o n  is p a i d  t o  t h e  

v o l u n t a r y ' s a v i n g s  d e p o s i t s  and t i m e  d e p o s i t s  mobi l i zed .  The problem is t h a t  

i n  some cases, due  t o  d i s t o r t e d  i n c e n t i v e s ,  p e o p l e  a r e  a t t r a c t e d  t o  t h e  c r e d i t  

un ions  because  o f  t h e  p o s s i b i l i t y  of o b t a i n i n g  a l o a n  a t  n e g a t i v e  r e a l  r a t e s  o f  

i n t e r e s t ,  f a r  below t h e  market  rate. T h i s  d o e s  n o t  r e p r e s e n t  a h e a l t h y  growth 

f o r  t h e  c r e d i t  un ion ,  b u t  an  u n c o n t r o l l e d  demand f o r  c r e d i t  t h r e e  and f o u r  times 

t h e i r  c a p i t a l  c o n t r i b u t i o n s ,  which w i l l  i n v a r i a b l y  c r e a t e  s e v e r e  problems. The 

c r e d i t  un ion  sanmarque$a, i n  t h e  depar tment  of Cho lu teca ,  1s a c a s e  i n  p o i n t .  

L a t e r  we w i l l  s e e  t h a t  a l t h o u g h  t h i s  c r e d i t  union h a s  been one of t h e  most suc- 

c e s s f u l  a mobilLzing s a v i n g s  and time d e p o s i t s ,  its problems o f  l i q u i d i t y  and 

l o a n  recovery have i n t e n s i f i e d  due t o  i t s  i n a b i l i t y  t o  a l t e r  i t s  c r e d i t  s t r u c -  

t u r e ,  and t o  r e c o g n i z e  t h a t  i t s  f a s t  growth i n  c a p i t a l  c o n t r i b u t i o n s  and member- 

s h i p  was p a r t l y  a n  i l l u s i o n  c r e a t e d  by t h e  d i s t o r t e d  i n c e n t i v e s .  

The requ i rements  f o r  j o i n i n g  t h e  c r e d i t  u n i o n s  a r e  t o  make a n  i n i t i a l  

c a p i t a l  c o n t r i b u t i o n  (apor tac i&a)  of t e n  l e m p i r a s  and t o  a r r a n g e  w i t h  t h e  

c r e d i t  union t o  make a  monthly c a p i t a l  c o n t r i b u t i o n  which v a r i e s  a c c o r d i n g  t o  

t h e  economic p o s s i b i l i t i e s  of  each member. The minimum amount a c c e p t e d  is 
. . 

one l empi ra  monthly--there i s  no maximum. The i n t e r e s t  rate  p a i d  on t h e s e  

I I savings"  v a r i e s  from one p e r c e n t  t o  n i n e  p e r c e n t  a n n u a l l y  depending on 

t h e  c r e d i t  union.' P a r t i a l  wi thdrawals  of t h i s  money a r e  no t  p e r m i t t e d  

and consequen t ly  t h e  on ly  i n c e n t i v e  f u r  t h e i r  c a p i t a l  c o n t r i b u t i o n s  i s  t h e  

p o s s i b i l i t y  of o b t a i n i n g  a l o a n .  A f t e r  becoming a  member of t h e  c r e d i t  

'some c r e d i t  u n i o n s  pay i~ f i x e d  i n t e r e s t  r a t e ,  w h i l c  o t h e r s  pay a r a t e  
t h a t  v a r i e s  a c c o r d i n g  t o  t h e  "l~rof i t a b i  l i  ty" o f  tlic f n s t i t u t  ion .  



union one must w a i t  t h r e e  t o  s ix  months, depending o n  t h e  i n s t i t u t i o n ,  i n  

il 
tY o r d e r  t o  b e  e l i g i b l e  t o  r e q u e s t  a  loan .  The amount of t h e  l o a n  one c a n  1 
PI: c l a i m  is dependent upon t h e  amount o f  c a p i t a l  one  h a s  i n  t h e  c r e d i t  un ion .  
@ I 

The r a t i o  of t h e  l o a n  t o  c a p i t a l  c o n t f i b u t i o n  v a r i e s  from 1 .5  t o  1 t o  4 t o  1, 

depending on t h e  s i z e  o f ,  t h e  l o a n  r e q u e s t e d  and t h e  c r e d i t  un ion  i n  q u e s t i o n .  
1 

The r e s t r i c t i o n  o f  t h e  r a t i o  h a s  been t h e  main t o o l  used t o  d e a l  w i t h  t h e  

l i q u i d i t y  problem f a c e d  by t h e  c r e d i t  un ions ;  later we w i l l  s e e  t h e  i m p l i c a t i o n s  

t h i s  has  had f o r  t h e  e f f e c t i v e  i n t e r e s t  r a t e s  charged  o n  t h e  l o a n s  g r a n t e d .  

The i n c e n t i v e s  c r e a t e d  by t h e  sys tem of  c a p i t a l  c o n t r i b u t i o n s  h a s  l e d  

t o  some problems f o r  t h e  c r e d i t  unions  when t h e y  are faced  w i t h  t h e  l a c k  

o f  l i q u i d i t y .  I n  a  s t u d y  done i n  per: c o n c e n t r a t i n g  on t h e  r e a s o n s  p e o p l e  

choose a  f i n a n c i a l  i n s t i t u t i o n ,  t h e  most i m p o r t a n t  r e a s o n  s p e c i f i e d  by t h e  

members of c r e d i t  un ions  was t h e  p o s s i b i l i t y  of o b t a i n i n g  a l o a n . 2  Whorl t h e  

members of t h e  c r e d i t  u n i o n s  s e e  a v e r y  small p o s s i b i l i t y  of o b t a i n i n g  a l o a n  

they  s t o p  t h e i r  monthly c o n t r i b u t i o n s  and s e e k  t o  withdraw t h e i r  money from 

t h e  c r e d i t  union.  These members must submi t  a w r i t t e n  r e q u e s t  t o  wi thdraw 

from t h e  c r e d i t  union,  and t h i s  p r o c e s s  may t a k e  anywhere from a few m i n u t e s  

t o  n i n e  months o r  The m a j o r i t y  of t h e  c r e d i t  u n i c n s  I v i s i t e d  would 

'some c r e d i t  un ions  r e s t r i c t  t h e  r a t i o  a s  t h e  s i te  o r  t h e  l o a n s  g e t s  
l a r g e r  i n  o r d e r  t o  l i m i t  t h e  c o n c e n t r a t i o n  of l o a n s  among t h e i r  members. . 0 

3 L 0 
''Las b a s e s  d e  una e x i t o s a  m o v i l i z a c i o n  d e  Ahorros,"  por  J e f f r e y  Poyo. 

'"...la vo lun tad  d e  r e t i r a r s e  d e  un a s o c i a d o  e s  i n v i o l a b l e .  L a  cooper-  
a t i v a  s i n  en~bargo,  en  c n s o s  sumaniente n e c e s a r i o s  puede r e s e r v a r s e  e l  d e ~ e c h o  
d e  c a n c e l a r  e l  v a l o r  d e  10s c e r t i f i c a d o s  d e  a p o r t a c i 6 n  d e n t r o  d e  un p e r l o d o  
d e  nueve meses, pudiendo Llegar  en e l  e j e r c i c i o  d e  e s t e  a e r e c h o ,  h a s t a  h a c c r  
l a  devo luc ick  pot- p a r t e s ,  tomando como base  las c a n t i d a d c s  y  e l  tiempo que 
e l  a s o c i a d o  e n  r e f e r e n c i a  u t i 1  LZU' para  acumular sus r rpor tac iones ."  ~ r t f c u l o  
27 d e l  Keglamento d e  I n  l e y  de Asoc iac iones  C o o p e r a t i v a s ,  page 10. 



t a k e  f i f t e e n  d a y s  t o  a month t o  r e t u r n  t h e  money. T h e r e  were o n l y  f ~ u r  

c r e d i t  u n i o n s  i n  t h e  sample who recogn ized  t h e  problems t h i s  was c r e a t i n g  

f o r  t h e  c r e d i t  un ion  and sough t  t o  make t h e  p r o c e s s  as s i m p l e  as p o s s i b l e ,  

r e t u r n i n g  t h e  money immediately.  Thesc  problems w i l l  be d i s c u s s e d  i n  

note  d e p t h  i n  t h e  t h i r d  s e c t i o n  of t h i s  p a p e r ,  

Savings  Accounts and Time D e p o s i t s  - 
Every one o f  t h e  c r e d i t  un ions  v i s i t e d  have s a v i n g s  a c c o u n t s  and twelve  

o u t  of s i x t e e n  o fEer  t ime  d e p o s i t s .  The i n t e r e s t  pa id  o n  these s a v i n g s  

a c c o u n t s  r a n g e  from 5 t o  8 p e r c e n t  depending on t h e  c r e d i t  u n i o n  i n  q u e s t i o n ,  

b u t  i n  no c a s e  does  a c r e d i t  un ion  pay more t h a n  a  bank o n  t h i s  t y p e  of 

d e p o s i t .  The r a n g e  of i n t e r e s t  p a i d  on time d e p o s i t s  is q u i t e  wide,  b u t  t h e  

l i m i t s  s e t  by t h e  commercial banks seems t o  b e  a  t h r e s h o l d  p a s t  which t h e  

1 c r e d i t  u n i o n s  d a r e  n o t  p a s s . .  

The problem w i t h  t h e  f a c t  t h a t  t h e  c r e d i t  u n i o n s  are f o l l o w i n g  t h e  l e a d  

oE t h e  commercial banks  is t h a t  t h e  commercial  banks are n o t  p a r t i c u l a r l y  

i n t e r e s t e d  i n  m o b i l i z i n g  s a v i n g s  and t ime d e p o s i t s  because  t h e i r  r e s e r v e  

requirement  is 30 p e r c e n t  on t h e s e  funds .  T h e r e f o r e ,  we f i n d  a l a r g e  wedge 

d r i v e n  between t h e  i n t e r e s t  r a t e  charged on l o a n s  by t h e  conunercial banks,  

19  p e r c e n t  ( s t a t e d  r a t e ) ,  and t h a t  p a i d  on s a v i n g s  (8 p e r c e n t )  and t i m e  

d e p o s i t s  !maximum 1 2  p e r c e n t  - 2 years),.., The e f f e c t i v e  rate o f  i n t e r e s t  on 

l o a n s  charged by t l ic  comrncrclal banks is oE c o u r s e  q u i t e  a b i t  h i g h e r  g i v e n  

t h e  commissions c l ~ r ~ r g e d  and o t h e r  methods used t o  r a i s e  t h e  e f f e c t i v e  r a t e .  

- - 
l t n  1981, t h e  C e n t r a l  Bank of Honduras has  l i b e r a t e d  a l l  i n t e r e s t  r a t e s  

on t ime a n d  s a v i n g s  deposits. There  is no r e g u l a t i o n  e i t h e r  from t h e  C e n t r a l  
Bank o r  DIFOCOOP which c o n t r o l s  t h e  i n t e r e s t  r a t e s  on d e p o s i t s  p a i d  by t h e  
c r e d i t  union movement. 



There were only fou r  c r e d i t  unions I v i s i t e d  who accepted o r  s t a t e d  t h a t  

they would accep t  sav ings  and time d e p o s i t s  from non-members; t h e s e  were: 

~ a n n a r ~ u e % ,  Chorotega, corqufn, and San ~ndrt?s. '  The f a c t  t h a t  some c r e d i t  

unions accept  d e p o s i t s  from non-members has  proven t o  be an  i n s t rumen ta l  

v a r i a b l e  i n  t h e i r  r a t e  of growth; t h i s  w i l l  be focused upon i n  t h e  s e c t i o n  

on sav ings  mob i l i za t i on .  The f a c t  t h a t  some c r e d i t  unions have had r e l a t i v e  

success  i n  mobi l iz ing  t h e i r  own resources ,  bu t  have no t  been a b l e  t o  f i nd  

a  s o l u t i o n  t o  t h e  problem of l i q u i d i t y ,  is a r e s u l t  of t he  excess  demand 

f o r  c r e d i t  which i s  caused by the  low s t a t e d  r a t e s  of i n t e r e s t  charged on 

loans.  I w i l l  Focus next  on t h e i r  c r e d i t  s t r u c t u r e .  

Cred i t  S t r u c t u r e  

H i s t o r i c a l l y ,  t he  crec!it unions have placed more emphasis upon t h e  c r ed i f  

s i d e  of t h e i r  ope ra t i ons  than on t h e  sav ings  s i d e ,  which has l e d  t o  s e r i o u s  

problems of l i q u i d i t y  and t o  t he  consequent dependence on e x t e r n a l  r e sou rces  

f o r  t h s i r  l ending  opera t ions .  I n  o rde r  t o  combac these  problems t h e  c r e d i t  

unions have t y p i c a l l y  r e s t r i c t e d  t h e  c r e d i t  s e r v i c e s  which they o f f e r ,  which 

a s  we w i l l  s ee ,  has  only l ed  t o  t he  worsening of t h e i r  problems r a t h e r  than 

t h e i r  amel iora t ion .  

Members of t he  c r e d i t  unions must w a i t  t h r e e  t o  s i x  months a f t e r  they 

have joined t l ~ c  i n s t i t u t i o n  i n  o rde r  t o  be e l i g i b l e  t o  reques t  a loan ,  and tha  . .. 

s i z e  of t he  loan depends upon the  amount of money they have i n  c a p i t a l  con- 

t r i b u t i o n s .  Some c r e d i t  unions s t i l l  a l low t h e  members t o  t ake  ou t  four  

times t h e i r  c a p i t a l  c w t r i b u t i o n s ,  bu t  gene ra l l y  t h i s  has been reduced t o  

 he monilgcr of San ~ n d r &  t o l d  ma t h a t  t!~oy d id  not have any d e p o s i t s  
from non-members, but LF t he  desire a r o s e  they would accept  them. 



11 

onl; two o r  t h r e e '  t imes  because  of l i q u i d i t y  problems.' The g u a r a n t e e s  de- 

manded of t h e  members have a l s o  become more s t r i n g e n t  because  o f  s e r i o u s  pro- 

blems w i t h  t h e  repayment of loans .  Up u n t i l  q u i t e  r e c e n t l y ,  one  could  t a k e  

o u t  a f a i r l y  l a r g e  l o a n  w i t h  on ly  t h e  g u a r a n t e e  of two o t h e r  members, b u t  

now t h e  c r e d i t  u n i o n s  are r e q u e s t i n g  " r e a l  g u a r a n t e e s " ,  s u c h  as c o l l a t e r a l  

( p r o p e r t i e s ,  a p p l i a n c e s  and t h e  h a r v e s t ) .  

The rate of  i n t e r e s t  charged on c r e d i t  o p e r a t i o n s  is t h e  most p h i l o s o p h i -  

c a l l y  s e n s i t i v e  i s s u e  f o r  most c r e d i t  un ions ,  bu t  of t h e  s i x t e e n  i n s t i t u t i o n s  

i n  t h e  sample,  c n l y  f o u r  had n o t  r e v i s e d  t h i s  rate a t  a l l  and were s t i l l  charg-  

i n g  12  p e r c e n t  on a l l  l o a n s .  Another t h r e e  c r e d i t  u n i o n s  s t i l l  charged 1 2  

p e r c e n t  on t h e  m a j o r i t y  o f  t h e i r  l o a n s  and charged 1 8  p e r c e n t  on l o a n s  w i t h  

funds  Erom t h e  f e d e r a t i o n .  I n v a r i a b l y  t h e  problems t h e s e  c r e d i t  u n i o n s  are 

f a c i n g  a r e  g e t t i n g  worse e v e r y  y e a r  and t h i s  f a c t  is p a i n f u l l y  obv ious  t o  

t h e  managers. There  i s  no need t o  convene a g e n e r a l  assembly of members of 

t h e  r e s p e c t i v e  c r e d i t  un ions  i n  o r d e r  t o  change t h e  s t a t u t e s ,  h u t  t h e r e  must 

be  a  unanimous d e c i s i o n  by t h e  5 D i r e c t o r s  i n  t h e  Consejo  d e  ~ d m i n i s t r a c i c k .  

Although I do no t  f e e l  t h a t  t h i s  s tumbl ing  b lock  i s  a s e r i o u s  one,  unfor-  

t u n a t e l y  i t  w i l l  t a k e  t h e  f u r t h e r  d e t e r i o r a t i o n  of a few of t h e  c r e d i t  

un ions '  economic p o s i t i o n s  i n  o r d e r  t o  overcome t h e  s k e p t i c a l  o p i n i o n  of 

some D i r e c t o r s .  The c a s e s  of t h e  c r e d i t  un ions  P i n a l e j o  and Sanmarquefia 

a r e  p a r t i c u l a r y  d i s t r e s s i n g  because  t h e y ' h a v e  v e r y  a b l e  managers and a r e  

run on a n  ex t remely  p r o f e s s i o n a l  l e v e l .  Both c r e d i t  un ions  have v e r y  

a c t i v e l y  mobi l ized s a v i n g s  through i n t e r e s t  r a t e  i n c e n t i v e s ,  and t h i s  f a c t  

has  slowed the economic and s o c i a l  d e t e r i o r a t i o n ,  bu t  t h e  t r end  c o n t i n u e s .  

------ 
I 

Some Funds which come from t h e  F e d e r a t i o n  which are d i r e c t e d  t o  c e r -  
t a i n  o g r i c u l c u r a l  a c t i v i t i e s  a r e  not: s u b j e c t  t o  t h e  c i ~ p l t o i  c o n t r i b u t i u n  
r a t i o ,  hu t  a r e  t r e a t e d  a s  any c r e d i t  from a c o m ~ e r c i ~ t l  bank wo~lld bc*. Very 
few of t h e  c r e d i t  unions l v i s i t e d  were working under  tliis prograni (Programs 
Jc c r d d i t o  d l r i g i d o  a  I n  ~ r o d u c c i d n ) .  



The s t a t e d  r a t e s  of i n t e r e s t  charged on l o a n s  r a n g e  from 1 2  p e r c e n t  

t o  1 8  p e r c e n t  a y e a r  on o u t s t a n d i n g  ba lances .  Some c r e d i t  un ions  c h a r g e  

m u l t i p l e  r a t e s  depending on t h e  t y p e  o f  l o a n ,  and o n  t h e  s o u r c e  o f  t h e  

funds .  Tab le  3  p r e s e n t s  c a l c u l a t i o n s  of t h e  e f f e c t i v e  r a t e s  o f  i n t e r e s t  

charged by t h e  c r e d i t  un ions  g i v e n  v a r i o u s  assumpt ions .  The main assump- 

t i o n  used is  t h a t  i t  i s  a l o a n  a n o r t i z e d  a l l  i n  one payment a t  t h e  end 

of twelve  months, which is  most comnon f o r  a g r i c u l t u r a l  a c t i v i t i e s .  

A s  was p o i n t e d  o u t  e a r l i e r  i n  t h e  paper ,  one  o f  t h e  most common t o o l s  

used t o  d e a l  wi th  t h e  problems of l i q u i d i t y  was t o  l i m i t  t h e  r a t i o  l o a n /  

c a p i t a l  c m t r i b u t i o n  From 4 t o  1 t o  2 t o  1 i n  r e c e n t  years . ,  On a l o a n  w i t h  

a s t a t e d  r a t e  of twelve  p e r c e n t ,  t h i s  r e s t r i c t i o n  r a i s e s  t h e  e f f e c t i v e  rate 

of  i n t e r e s t  from 15.7 t o  22.5, and on a l o a n  a t  18 p e r c e n t ,  t h e  e f f ~ c t i v e  

r a t e  jumps from 25 t o  37.5 p e r c e n t .  T h i s  p rocedure  of d e a l i n g  w i t h  t h e  

l i q u i d i t y  problem n o t  o n l y  s e r i o u s l y  c u r t a i l s  t h e  q u a l i t y  o f  s e r v i c e  o f f e r e d ,  

b u t  does  n o t  d e a l  w i t h  t h e  tremendous l o a n  demand a s  most  p e o p l e  do n o t  know 

t h e  e f f e c t i v e  i n t e r e s t  they  are  paying,  and t h u s  c o n t i n u e  t o  demand l o a n s  

based on t h e  s t a t e d  nominal r a t e .  Pe rhaps  t h e  problem of e x c e s s i v e  l o a n  

dennnd could  b e s t  be d e a l t  w i t h  by c h a r g i n g  a uniform s t a t e d  r a t e  of 1 8  pe r -  

c e n t  p l u s  some connnission and t h u s  avoid  t h e  s e v e r e  r e s t r i c t i o n s  on t h e  l o a n  

r a t i o .  I t  t ~ o u l d  be imposs ib le ,  f o r  both . p o l i t i c a l  and i n s t i t u t i o n a l  r e a s o n s ,  

f o r  t h e  c r e d i t  un ions  t o  charge  n s t a t e d  r a t e  of i n t e r e s t  t h a t  su rpassed  what 

t h e  conunerc.tal banks  were c h a r g i n g  (19 p e r c e n t ) ,  a l t h o u g h  t h e  c r e d i t  u n i o n s  

d o  not  have m y  legal c o n t r o l s  on t h e  i n t e r e s t  they may charge .  T h e  whole 



TABLE 3 

S t a t e d  Rate 
R a t i o  1 2 %  - is% - 18% - 

a 
These  r a t e s  a re  c a l c u l a t e d  

assumir;g a iO p e r c e n t  c a p i t a i i z a t i o n  
of t h e  Loan wnich is d e p o s i t e d  i n  
t h e  c a p i r a l  c o n t ~ i b u t i o n s  and e a r n s  
5 p e r c e n t  i n r e r e s t  a n n u a l l y .  The 
i n t e r e s t  ea rned  on t h e  c a p i t a l  con- 
t r i b u t i o n  is  deducted  from i n t e r e s t  
paid on l o a n  t o  c a l c u l a t e d  t h e  eEfec- 
t i v e  r a t e  of  i n t e r e s t .  (No commissions 
a r e  i n c l  tided ). . 



i s s u e  o f  i n t e r e s t '  r i tes  charged o n  l o a n s  i s  more of a p o l i t i c a l  and p h i l o -  

s o p h i c a l  q u e s t i o n  t h a n  a n  economic one ,  and t h i s  i m p o r t a n t  p o i n t  must be 

k e p t  i n  mind i f  one  is t o  d e a l  e f f e c t i v e l y  w i t h  t h e s e  i n s t i t u t i o n s .  The 

need t o  stem t h e  s p e c u l a t i v e  demand f o r  c r e d i t  i n  t h e  c o o p e r a t i v e  s e c t o r  is 

a must i f ' t h e s e  i n s t i t u t i o n s  a r e  t o  c o n t i n u e  t o  deve lop  and e f f e c t i v e l y  

' s e r v e  t h e i r  members, b u t  i t  i s  c l e a r  t h a t  t h e  t o o l s  t h a t  have been used by 

most of t h e  c r e d i t  u n i o n s  have no t  worked, and have l e d  t o  g r e a t e r  problems 

i n  t h e  long run.  

Other  S e r v i c e s  

I n  a d d i t i o n  t o  t h e  s a v i n g s  and c r e d i t  s e r v i c e s ,  t h e  c r e d i t  u n i o n s  

o f f e r  l i f e  i n s u r a n c e  coverage  f r e e  of c h a r g e  t o  t h e i r  members. The maxi- 

mum coverage is 200 p e r c e n t  of t h e  amount t h e  member h a s  i n  h i s  s a v i n g s  

account .  The i n d i v i d u a l  c r e d i t  un ions  pay a monthly premium t o  t h e  f e d e r a -  

t i o n  (FACACH) who i n  t u r n  pays  t h e  r e l a t i v e s  o f  t h e  deceased member. Also,  

f o r  a nominal  f e e  a borrower can  t a k e  o u t  l i f e  i n s u r a n c e  t o  c o v e r  t h e  

amount of a  loan  i n  t h e  e v e n t  he were t o  d i e .  

Three  of t h e  c r e d i t  un ions  I v i s i t e d  o p e r a t e d  a s t o r e  a l o n g  w i t h  t h e  

r e g u l a r  s e r v i c e s  o f fe red . '  Two of t h c  s t o r e s  were s t r i c t l y  f o r  a g r i c u l t u r a l  

i n p u t s ,  w h i l e  o t h i r d  was an  almace/n where t h e y  s o l d  e v e r y t h i n g  from c l o t h -  

ing t o  f o o d s t u f f s .  I was t o l d  t h a t  i n  a l l  t h r e e  c a s e s  t h e s e  s t o r e s  were 

h i g h l y  p r o f i t a b l e  and helped b r i n g  i n  cxt ' ra income t o  t h e  c r e d i t  union.  I n  

f a c t ,  i n  one o f  t h e  c a s e s  t h e  s t o r e  w a s  opened i n  o r d e r  t o  s tem t h e  downward 

t r end  t h a t  i n s t i t u t i o n  was e x p e r i e n c i n g  due t o  ext reme loan  recovery  

problems. 

-. --------- 

' ~ h e  t h r e e  c r e d i t  u n i o n s  a r c :  c o r q u i n ,  Carnpnmcnto. Uulce Nombre. 



Regula t ing  I n s t i t u t i o n s  - -- 
The c r e d i t  un ion  movement i n  Honduras i s  a lmos t  t o t a l l y  u n r e g u l a t e d ,  

due  mos t ly  t b  che f a c t  t h a t  t h e  i n s t i t u t i o n  (DIFOCOOP) i n  charge  of t h i s  

f u n c t i o n  h a s  n o t  a c t i v e l y  worked w i t h  t h e  c r e d i t  u n i o n s  i n  many y e a r s .  The 

i n t e r e s t  r a t e  and r e s e r v e  requ i rement  r e g u l a t i o n s  s e t  o u t  by t h e  C e n t r a l  

Bank d o  n o t  a p p l y  t o  t h e  c o o p e r a t i v e  s e c t o r ,  and DIFOCOOP ( ~ i r e c c i o / n  d e  

FomentoCooperat ivo)  h a s  n o t  e s t a b l i s h e d  any comprehensive r e g u l a t i o n s  f o r  

t h e  c r e d i t  unions .  S i n c e  t h e  i n t e r e s t  r a t e s  p a i d  on d e p o s i t s  by t h e  commer- 

c i a l  banks  h ~ v c  been l i b e r a t e d  by t h e  C e n t r a l  Bank, t h i s  would e f f e c t i v e l y  

n u l l i f y  any r e g u l a t i o n s  DIFOCOOP were t o  impose. The o n l y  l i m i t a t i o n  on 

t h e  i n t e r e s t  r a t e s  p a i d  by t h e  c r e d i t  u n i o n s  on c a p i t a l  c o n t r i b u t i o n s  and 

on s a v i n g s  d e p o s i t s  e s t a b l i s h e d  i n  t h e  Reglamento d e  l a  Ley d e  Asoc iac iones  

Coopera t ivas  i s  t h a t  they canno t  be g r e a t e r  t h a n  what t h e  commercial  banks 

charge  on c r e d i t  o p e r a t i o n s  (19 p e r c e n t )  .' The on ly  t i m e  t h e  c r e d i t  un ions  

must c l e a r  a n  i n t e r e s t  r a t e  change w i t h  DIFOCOOP i s  when it i n v o l v e s  a  

r e v i s i o n  of i t s  s t a t u t e s ,  and t h i s  h a s  been t h e  c a s e  o n l y  w i t h  t h e  i n t e r e s t  

rates charged on l o a n s ,  s m c e  i n t e r e s t  rates p a i d  on d e p o s i t s  a r e  n o t  s p e c i -  

f i e d  i n  t h e  s t a t u t e s .  

I n  a d d i t i o n  t o  r e g u l a t i n g  t h e  c o o p e r a t i v e  s e c t o r ,  DIFOCOOP had been 

t e m p o r a r i l y  charged w i t h  t h e  r e s p o n s i b i l i t y  of a u d i t i n g ,  t r a i n i n g  and gen- 
. .. 

e r a 1  t e c h n i c a l  a s s i s t a n c e  f r e e  of cha rge ,  u n t i l  s u c h  t ime as tha :coopera t ives  

' ~ r t ~ c u l o  44: E l  i n t e r &  rn&irno que una a s o c i a c i c k  c o o p e r a f i v a  
pagar  s o b r e  e l  v a l o r  d e  10s c e r t i l i c a d o s  Je a p o r t a c i 6 n ,  y  s o b r e  10s d e p 6 s i t o s  
cuando s e  t r a t c  d e  unn c o o p e r a t i v a  de c re 'd i to ,  s e r g  e l  que e s r a b l e z c a  e l  
Banco C e n t r a l  dc llonduras p a r a  10s depo 's i tos  d e  a h o r r o ,  cn l a s  i n s t i t u c i o n e s  
b a n c a r i n s  d e l  p n i s ,  mds un p o r c c n t o j e  que aproharn  l a  D i r e c c i o n  d e  Yomento 
Cooperative dc acuerdo  con l a  n o t u r n l e z n  d e  l a  c o o p c r n t i v a  d e  que sc t r a t e ;  
tIunci1 d i c h ~ l  i n t e r &  podr$ s e r  mayor d e i  que c o b r c  e l  sistema Ui~ncrrrio 
Nacional  pot- u p c r a c i o n e s  c r c d i t i c i a s .  Page 13. 



( i n c l u d i n g  t h e  c r e d i t  un ions )  become s e l f - s u f f i c i e n t  . Once t h e  coopera- 

t i v e s  have become s e l f - s u f f i c i e n t ,  which i s  de te rmined  by DIFOCOOP, t h i s  

i n s t i t u t i o n - c a n  beg in  c h a r g i n g  t h e  i n d i v i d u a l  c r e d i t  u n i o n s  f o r  t h e s e  

The f e d e r a t i o n  (FACACH) h a s  t aken  o v e r  many of t h e s e  f u n c t i o n s ,  b u t  

only  w i t h  t h o s e  c r e d i t  un ions  which have i m p o r t a n t  o u t s t a n d i n g  l o a n s  from 

them. T h i s  outcome i s  n o t  s u r p r i s i n g  s i n c e  t h e  f e d e r a t i o n  i s  i n t e r e s t e d  i n  

its l o a n  r e c o v e r y ,  b u t  i t  l e a v e s  t h e  c r e d i t  un ions  who are n o t  p r e s e n t l y  r e -  

c e i v i n g  funds  from FACACH wi thou t  any a d m i n i s t r a t i v e  o r  f i n a n c i a l  s u p p o r t .  

Many o£ t h e s e  c r e d i t  un ions  t h a t  do n o t  r e c e i v e  s u p p o r t  w i l l  c o n t i n u e  t o  

d e t e r i o r a t e  and f a i l ,  n o t  because  t h e  group of peop le  they s e r v e  is too  

poor o r  because  t h e  a r e a  they  o p e r a t e  i n  c a n n o t  s u p p o r t  a  c r e d i t  cn ion ,  b u t  

because o f  i n a d e q u a t e  f i n a n c i a l  and economic p o l i c i e s  which c o u l d  e a s i l y  

be turned around i f  g i v e n  adequa te  t e c h n i c a l  a s s i s t a n c e .  

THE PROBLEMS ENCOUNTERED 

The problems f a c i n g  t h e  c r e d i t  un ion  movement i n  Honduras a s  i n  o t h e r  

L a t i n  American c o u n t r i e s  are wide ly  r e c o g n i z e d ,  b u t  what i s  n o t  u s u a l l y  

unders tood is t h e i r  i n t e r r e l a t e d n e s s .  The r o o t s  ~f t h e  ext reme problems o f  

liquidity, l o a n  r e c o v e r y ,  l a c k  of c o n f i d ~ n c e ,  and a d m i n i s t r a t i v e  mismanage- 

ment a r e  embedded i n  t h e i r  i n s t i t u t i o n a l  s t r u c t u r e s  and t h e i r  i n a b i l i t y  t o  

deal. wi th  an acce1er ; l t ion  i n  t h e  r a t e  o f  i n f l a t i o n  above t h e  h i s t o r i c a l  r a t e .  

During my v i s i t s  a  p a t t e r n  began t o  emerge from t h e  c r o s s - s e c t i o n  of 

c r e d i t  u n i o n s  i n t e r v i e w e d .  I t  became e v i d e n t  t h a t  t h o s e  i n s  t i t u t  ions  who 

---- -- 

' ~ r ~ ~ o m e n t o  de  La l e y  d e  r \socincior.us Cooperat  i v a .  A r t i c u l  o  111, 
page 26. 



were most f l e x i b l e  i n  d e a l i n g  v i t h  t h e  changing economic 

ones  t h a t  con t inued  t h e i r  growth,  w h i l e  t h e  o t h e r s  began 

a c c e l e r a t i n g  r a t e  of i n f l a t i o n  i n  t h e  f a c e  O F  unchanging 

m i l i e u  were t h e  

t o  F a l t e r .  An 

f i n a n c i a l  p o l i c i e s  

b e g i n s  t o e d i s t o r t  t h e  i n c e n t i v e s  o r  s i g n a l s  t h e  c r e d i t  union p r o j e c t s  and 

consequent ly  c r e a t e s  a n  imbalance  i n  t h e i r  o p e r a t i o n s  because  t h e y  c r e a t e  

a b i a s  i n  f a v o r  o f  becoming jndebtod and d i s c o u r a g e  sav ing .  

As t h e  r a t e  of i n f l a t i o n  began growing i n  t h e  l a t t e r  p a r t  of t h c  1970s  

c u l m i n a t i n g  w i t h  a more t h a n  doub l ing  of t h e  r a t e  between 1979-1380 from 

8.8  t o  1 8 . 8  p e r c e n t  (Consumer P r i c e  I n d e x ) ,  t h e  rates of i n t e r e s t  pa id  o n  

d e p o s i t s  and charged f o r  l o a n s  became i n c r e a s i n g l y  n e g a t i v e  i n  r e a l  terms.  1 

The C e n t r a l  Bank s u b s e q u e n t l y  r a i s e d  t h e  l i m i t  charged by t h e  commercial  banks 

on c r e d i t  o p e r a t i o n s ,  w h i l e  most oE t h e  c r e d i t  un ions  main ta ined  t h e  same 1 2  

p e r c e n t  t h a t  was e s t a b l i s h e d  i n  t h e i r  s t a t u t e s .  

The c r e d i t  un ions  began t o  e x p e r i e n c e  a  tremendous i n f l u x  of new members 

and cap' tnl  c o n t r i b u t i o n s  which g r e a t l y  i n c r e a s e d  t h e i r  l i q u i d i t y  a s  t h e s e  

new members could  n o t  r e q u e s t  a l o a n  f o r  from t h r e e  t o  s i x  months, b u t  as 

t h e i r  new members began r e q u e s t i n g  l o a n s ,  t h e  c r e d i t  u n i o n s  were f a c e d  w i t h  

s e v e r e  problems o f  l i q u i d i t y .  

The s t r u c t u r e  and s i z e  of t h e  c r e d i t  u n i o n s  a r e  such  t h a t  i n  t h e  p a s t  t h e y  

have r e l i e d  ve ry  h e a v i l y  o n  mora l  and s o c i a l  p r e s s u r e s  f o r  t h e  repayment of l o a n s  .. .. 
by t h e i r  members. The borrowers  a r e  r e q u i r e d  t o  a t t e n d  "char las"  on cooprra-  

t iv i s rn  and o t h e r  s o c i a l  Funct ions  b e f o r e  t h e y  a r e  e l i g i b l e  t o  r e q u e s t  s l o a n ,  

and i n  t b e  p a s t  have been g r a n t e d  l a r g e  sums of money wi th  on ly  t h e  s i g n a -  

t u r e s  of two o t h e r  members. T h i s  f a c t  made t h e  c r e d i t  un ions  even more 

' ~ h e  C P l  g e n e r a l l y  u n d e r s t a t e s  t h e  r e a l  i n f l n t  Lon r a t e  s i n c e  many of 
t h e  goods included In the index are sub , j cc t  t o  p r i c e  c o n t r o l s ,  n more 
r e a l i s t i c  Figure  For 1980 would be abou t  24 p e r c e n t .  



a t t r a c t i v e  t o  former  c l i e n t s  o f  commercial banks  and t o  t h e  p u b l i c  i n  gen- 

eral,  s i n c e  n o t  o n l y  were t h e  s t a t e d  r a t e s  o f  i n t e r e s t  low, b u t  t h e  t r a n s -  

a c t i o n s  c o s t s  were n e g l i g i b l e  by comparison. 
1 

The l i q u i d i t y  problems became more i n t e n s e  and t h e  c r e d i t  u n i o n s  were 

faced  w i t h  t h e  dilemma r a i s i n g  t h e  r a t e s  o f  i n t e r e s t  o n  c r e d i t  operations 

i n  o r d e r  t o  stem t h e  e x c e s s i v e  demand f o r  l o a n s ,  and a l l o w  them t o  borrow 

from t h e  f e d e r a t i o n  f o r  on-lending t o  t h e i r  members, o r  a c t i v e l y  m o b i l i z e  

2 
t h e i r  own r e s o u r c e s  th rough  i n t e r e s t  r a t e  i n c e n t i v e s  o n  d e p o s i t s .  G e n e r a l l y ,  

i t  was t h e  c r e d i t  un ions  who d i d  n o t  o r  c o u l d  r,,>t r a i s e  t h e i r  i n t e r e s t  rates 

on l o a n s ,  and t h u s .  c o u l d  n o t  borrow from FACACH, who most a c t i v e l y  m o b i l i z e d  

t h e i r  own r e s o u r c e s .  Two v e r y  c l e a r  examples o f  t h i s  were t h e  c r e d i t  un ions  

~ a n m a r ~ u e s a  i n  San Marcos d e  ~ o l & ,  and t h e  c r e d i t  union P i n a l e j o  i n  t h e  

town of t h a t  same name. 

The c r e d i t  un ion  i n  San Marcos d e  ~ o l d n  d i s t a n c e d  i t s e l f  from t h e  fed-  

e r a t i o n  because  of d i sagreements  over  a n  a g r i c u l t u r a l  i n p u t s  s t o r e  t h e y  

wanted t o  Qpen, and because  as FACACH r a i s e d  i t s  i n t e r e s t  ra tes ,  i t  was no 

l o n g e r  f e a s i b l e  f o r  t h e  f e d e r a t i o n  t o  l end  funds  t o  them. The growth rates 

i n  1977-1978 o f  c a p i t a l  c o n t r i b u t i o n s  and new members f o r  t h i s  c r e d i t  u n i o n  

were 15.7 and 11.2  p e r c e n t  r e s p e c t i v e l y .  Then i n  1978-1979 t h e s e  growth 

r a t e s  s h o t  up t o  33.5 and 18.3  p e r c e n t  s t i m u l a t e d  by t h e  i n t e r e s t  rate 
L .. 

d i f E e r e n t i a 1  on l o a n s  between t h e  c r e d i t  u n i o n s  and o t h e r  f i n a n c i a l  i n s t i -  

t u t i o i l s ;  T a b l e  4 shows t h e s e  growth r a t e s  a l o ~ : ? ;  w i t h  t h e  d i f f e r e n t  d e p o s i t s  

mobi l ized.  Towards t h e  end of 1.978 t h i s  i n s t i t u t i o n  r a i s e d  its i n t e r e s t  

r a t e s  on s a v i n g s  ant1 time d c ~ p o s i t s  i n  o r d e r  t o  t r y  t o  s o l v e  t h e  l i q u i d i t y  
- ----. 

'1t i s  i n t e r e s t i n g  t o  n o t e  t h a t  o f  t h o s e  c r e d i t  unions t h a t  had d a t a  on 
t h e  number 01: loans r e q u e s t e d  and t h o s e  approved d u r i n g  m y  g i v e n  p e r i o d ,  i t  
seemed t o  be tlre rat;e t h a t  ils 101:s as one had 311 t h e  papers  i n  o r d e r  and had 
no t  l ' a i l e d  t o  repay a prev ious  loall ,  a p p r o v a l  was a lmost  au tomat ic .  

- A t  t h i s  p o i n t  rile f e d e r a t i o n  was c h a r g i n g  1 4  p e r c e n t  f o r  t h e i r  l o a n s  t o  
t h e  c r e d i t  unions wlrlch fo rced  than  I;o a l t e r  t h e i r  i n t e r e s t  r a t e s  i n  o r d e r  t o  be 
a b l e  t o  btrrrou money. 



TABLE 4 

Source : Memorias o f  the cred i t  union ~anrnar~uega,  various years. 

COOPERATIVA DE AIIORKO Y CREDIT0 SANMARQUENA, LTDA. 

December, 1977 - December, 1980 

Time Percent Percent Minors Percent Capital Percent Percent 
Year Depos i t s  - Change Savings Change Savings -- C h a n ~  Contribution - -- C l m ~  Plembers s!lange 



problem i t  was sta;ting t o  Lxperience. '  A p e r s o n a l  e f f o r t  by t h e  manager 

a l o n g  w i t h  t h e  f a c t  t h a t  t h e  c r e d i t  un ion  was now paying % a . p e r c e n t a g e  

p o i n t  more.than t h e  commercial  banks l e d  t o  a tremendous i n c r e a s e  i n  

time d e p o s i t s  mobi l i zed  i n  1978.2 Du=ing 1979 t ime  d e p o s i t s  grew 

by 40 p e r c e n t ,  s a v i n g s  by 97 p e r c e n t  and s a v i n g s  bv minors  grew by 59 

p e r c e n t  ( a l l  i n  nominal t e rms) .  3 

T h i s  c r e d i t  union has  been unab le  t o  r a i s e  i t s  i n t e r e s t  r a t e s  on l o a n s  

due t o  p h i l o s o p h i c a l  d i f f e r e n c e s  among i t s  d i r e c t o r s .  T h i s  h a s  been one 

o f  t h e  major t a s k s  t h e  manager h a s  been working on,  and h a s  e x p r e s s e d  g r e a t  

hope t h a t  as t h e  r e c e n t  d e t e r i o r a t i o n  o f  t h e  c r e d i t  un ion  c o n t i n u e s  t h e  

d i r e c t o r s  w i l l  acknowledge t h e  problem and r e s o l v e  t o  change t h e  rate of  

i n t e r e s t  on l o a n s .  

I n  o r d e r  t o  d e a l  w i t h  t h e  prcblems t h e  c r e d i t  union h a s  had t o  c a n c e l  

a l l  g r a n t i n g  of l o a n s  two months o u t  of  t h e  y e a r ,  r e s t r i c t  t h e  r a t i o  of 

amounts g r a n t e d  above one  thousand l e m p i r a s ,  and l i m i r  t h e  t ime p e r i o d  of 

t h e  l o a n s .  C l e a r l y ,  t h e  l a c k  o f  f l e x i b i l i t y  h a s  seriously a f f e c t e d  t h e  

s e r v i c e  o f f e r e d  and h a s  thwar red t h e  s a v i n g s  mobil i z a  t  i o n  e f f o r t s  c a r r i e d  

1 1 1  . . .es i m p o r t a n t e  se?ialar  que l a s  demandas dc c r e ' d i t o s  d e  10s a s o c i a d o s  
e s  cada vez  mayor, motivo por  e l  c u a l  l a  l i q u i d c z  d e  la  c o o p e r a t i v a  en  a l -  
@nos meses se v e  s e r i a m e n t e  r e d u c i d a ;  p a r a  c o n t r a r r e s t a r  e s t a  s i t u a c i g n  e l  
Consejo d e  ~ r n i n i s t r a c i o / n  a  l i c 6  13 t a b l a  d e  incentives p a r a  10s a h o r r o s  a P 
plazo  f i j o ,  e levo '  e l  i n t e r e s  d e l  4 a 1  5 " ~ o r c i e n t o  s o b r e  10s a h o r r o s  r e t i r a -  
b l e s  y  orden; r e s t r i c c i o n e s  a l a s  normas p r e s t a t a r i a s :  e s t r a t e g i a  g s t a  que 
obtuvo e l  mayor de  10s e?xitos." Informe J e l  Consejo  dc ~ d m i . n i s t r a c i & ~ ,  
Memoria d e  1978 Cool e r a t i v i ~  de  Ahorro y ~ r d d  i t o  Sanmii~.queira, L tda .  

2 ~ h e  commercial bonks a r e  p r e s e n t l y  paying an a v e r a g e  of 8 p e r c e n t  on 
savings occoun ts  and A n~;~xinlu~u of  1 2  p e r c e r ~ t  on t ime d e p o s i t s .  111 1978 though, 
Sanmarqueza was paying 1 0  and t h e  banks '1.5 p e r c e n t  as i . ti~,um on t ime  
d e p o s i t s .  

3 ~ h r  s a v i n g s  nccnuo t s  by minors  pay s o n ~ r v l ~ ; ~ c  less than o r d i n a r y  s a v i n g s  
accoun t s ,  and o s t e n s i b l y  they were c r e a t e d  t o  s t  i111r11a t c  t h e  s a v i n g  behav io r  
oE t h e  c h i l d r e n  of the  m m b e r s  of t h e  c r e d i t  union.  Almost a l l  c r e d i t  un ions  
o f f e r  t h i s  s e r v i c e .  



o u t  between 1977 and 1979. The l a c k  of l i q u i d i t y  and consequent r e s t r i c t i o n s  

imposed on t h e  c r e d i t  ape ra t i ons  a r e  undermining t h e  confidence and f u t u r e  

v i a b i l i t y  of t h i s  i n s t i t u t i o n .  

The c r e d i t  union '2 ina le jo  has hadsthe same s o r t  of h i s r o r y  except  t h a t  

they have not  had a s  nuch success  i n  mobi l iz ing  sav ings  and t ime d e p o s i t s ,  

and the re fo re ,  t h e i r  problems are more pronounced. P i n a l e j o  used a somewhat 

d i f f e r e n t  s t r a t e g y  due t o  t h e  absence of o t h e r  f i n a n c i a l  i n s t i t u t i o n s  i n  t h e  

a r ea .  They have opened up two branch o f f i c e s  i n  o t h e r  towns and a r e  working 

with four  "savings clubs".  They have a l s o  very  a c t i v e l y  sought ou t  dona t ions  

from i n t e r n a t i o n a l  i n s t i t u t i o n s ,  but  t h e i r  l i q u i d i t y  has  no t  improved. 

The manager of P i n a l e j o  has  a l s o  a c t i v e l y  promoted sav ings  through h i s  

own personal  e f f o r t s .  He found ou t  t h a t  one farmer had c l o s e  t o  10  

thousand lempiras  i n  h i s  house and through much coaxing, convinced t h e  man 

t o  depos i t  two o r  t h r e e  thousand i n  a  time d e p o s i t .  When t h i s  account came 

t o  term h e  s e n t  t h e  man a  check f o r  t h e  i n t e r e s t  earned and t h e  nex t  day 

the  man came t o  t h e  c r e d i t  union and depos i ted  t h e  r e s t  of h i s  money. The 

manager has a l s o  fought t o  change the  r a t e  of i n t e r e s t  charged on loans  and 

has  t o ld  me t h a t  he expec t s  i t  t o  be changed sometime t h i s  yea r  o r  nex t .  

Almost a l l  t he  c r e d i t  unions I v i s i t e d  were having problems of l i q u i -  

d i t y  and those who had done t h e  l e a s t  t o  promote sav ings  were t h e  ones t h a t  
. . 

were worst o f f .  They have a l l  i n s t i t u t e d  r e s t r i c t i o n s  on the  c r e d i t  opera- 

t i o n s  t o  t he  extreme c a s e  of the  c r e d i t  union San Marcos d e l  Val le  wherc 

a l l  c r e d i t s  have been cance l led .  

A s  t he  members of t h c  c r e d i t  unions f e e l  t he  l ack  of l i q u i d i t y  reducing 

t h e i r  c h m c e s  of ob t a in ing  o loan,  they cease  t h e i r  monthly c a p i t a l  c o n t r i -  



L 

r 

bu t ions  and t hus  become " inac t i ve"  members. I n  o r d e r  t o  g e t  t h e i r  money 
I 

H 

t "saved" i n  t h i s  form o u t  of  t h e  c r e d i t  union, they  must submit a p e t i t i o n  

and wait f i f t e e n  days t o  a month o r  more i n  o r d e r  t o  be  reimbursed. T h i s  

n o t  on ly  involves  long  w a i t s ,  bu t  t h e r e  a r e  a l s o  heavy s o c i a l  p r e s s u r e s  

n o t  t o  l eave  t h e  i n s t i t u t i o n .  Therefore ,  i n c e n t i v e s  a r e  c r e a t e d  t o  t a k e  ou t  - 

a n  automatic  l o a n  which is gran ted  on t h e  spo t  f o r  between 95 and 100 per- ! 

c e n t  of t h e i r  c a p i t a l  c o n t r i b u t i o n s .  There a r e  g r e a t  problems wi th  t he  

recovery of t he se  l oans  a s  one would expect  and t h e  ill f e e l i r g s  c r e a t e d  

by t h e  whole procedure s e r i o u s l y  a f f e c t s  t h e  conf idence  people have i n  t h e  

c r e d i t  union movement. Th i s  problem i s  t h e  most s e r i o u s  because once t h e  

c r e d i t  union has  a  r e p u t a t i o n  of not  r e t u r n i n g  t he  s av ings  of i t s  members, 

i ts  v i a b i l i t y  a s  a  f i n a n c i a l  i n s t i t u t i o n  i s  underminsd. Unfor tuna te ly ,  

on ly  four  c r e d i t  unions I v i s i t e d  r e a l i z e d  t h e  problems t h i s  messy process  

was c r e a t i n g  and re turned  t h e  c a p i t a l  c o n t r i b u t i o n s  immedi.ately. 

The problems f a c i n g  t h e  c r e d i t  unions a r e  n o t  only a  r e s u l t  of a  l a c k  

of sav ings  promotion and i n t e r e s t  r a t e  i n c e n t i v e s ,  some a l s o  have very i m -  

p o r t a n t  a d m i n i s t r a t i v e  problems. The s i n g l e  most important  a d m i n i s t r a t i v e  

problem f ac ing  t h e  c r e d i t  unions is  t h e  a b i l i t y  t o  a t t r a c t  and r e t a i n  good 

managers, because t he  pay s c a l e s  have no t  kep t  up w i th  i n f l a t i o n  and t h e  

1 oppor tun i ty  c o s t  of managing a  c r e d i t  union have become too high. I d i d  

f i n d  some b l a t a n t  abuses  of power and u n q u a l i f i e d  a d m i n i s t r a t o r s ,  bu t  t h i s  

problem w i l l  hopefu l ly  be co r r ec t ed  by t h e  ongoing p r o j e c t  t h a t  A I D  has  w i th  

t h e  Eederation. I t  Is obvious t h a t  a  very s t r o n g  c r e d i t  union can f a i l  i f  t hose  

1 The manager of one c r e d i t  union, who hadn ' t  rece ived  a pay i n c r e a s e  
promised him a f t e r  111s recognized good performance i n  t ldmin is t r r~ t  ing t he  
i n s t i t u t i o n ,  was not  awarded t h e  i n c r e a s e  because a D i r e c t o r  of t he  i n s t i -  
t u t i o n  could nut conceive of t h e  idea  t h a t  the munagcr 's  income would be 
higher  than h i s  own. 



p e o p l e  runn ing  it a;e e i t h e r  u n q u a l i f i e d  o r  c o r r u p t ,  and t h e  f a c t  is t h a t  t h e  

c o r r e c t  i n c e n t i v e s  cannot  b r i n g  i n  members and d e p o s i t s  i f  t h e r e  is  no c o n f i -  

dence  i n  t h e  c r e d i t  union.  A few of  t h e  c r e d i t  u n i o n s  I have  v i s i t e d  have s u c h  

bad r e p u t a t i o n s  i n  t h e  towns t h e y  s e r v e ,  because  of bad a d m i n i s t r a t i o n ,  t h a t  

i t  would need some v e r y  i m p o r t a n t  a s s i s t a n c e  i n  o r d e r  t o  r e s t o r e  t h a t  c o n f i -  

dence.  The problem i s  t h a t  i t  is n o t  i n  t h e  f e d e r a t i o n ' s  s e l f  i n t e r e s t  t o  

assist c r e d i t  u n i o n s  they  a r e  n o t  p r e s e n t l y  working w i t h  t h a t  have  s e r i o u s  

a d m i n i s t r a t i v e  and c o n f i d e n c e  problems. 

The problems t h e  c r e d i t  u n i o n s  are e x p e r i e n c i n g  w i t h  l o a n  repayment are 

t h e  r e s u l t  of  many d i f f e r e n t  f a c t o r s .  As p o i n t e d  o u t  earl ier ,  t h e  c r e d i t  

un ions  g r a n t e d  l a r g e  l o a n s  w i t h  o n l y  t h e  s i g n a t u r e s  o f  a few members, t h u s  

r e l y i n g  on s o c i a l  and moral  p r e s s u r e s  Eor t h e  t ime ly  repayment.  When t h e  

c r e d i t  un ions  exper ienced  a l a r g e  i n f l u x  o f  new members who were o n l y  in-  . 

t e r e s t e d  i n  o b t a i n i n g  a l o a n  and n o t  c o n t r i b u t i n g  t o  t h e  s o c i a l  environment 

of t h e  c r e d i t  union,  t h i s  t y p e  o f  s o c i a l  c o n t r o l  b e g i n s  t o  i o s e  i t s  e f f e c t -  

iveness .  Also ,  on t h e  whole,  peop le  do n o t  r e s p e c t  t h e  l e g a l  consequences  

of n o t  repaying a c r e d i t  un ion  as they do a commercial bank; t h e r e f o r e ,  t h e  

c r e d i t  union must i n s t i t u t e  s t r i c t e r  g u a r a n t e e s  and make t h e i r  members aware 

o f  t h e  importance  of m a i n t a i n i n g  a good c r e d i t  r e c o r d  w i t h  t h e  i n s t i t u t i o n  

f o r  t h e  e f f e c t s  o f  o b t a i n i n g  a n o t h e r  lea?. The o n l y  problem i s  t h a t  i f  t h e  . , 
c r e d i t  union h a s  v e r y  s e r i o u s  l i q u i d i t y  problems,  and t h e  p o s s i b i l i t y  of 

g e t t i n g  a n o t h e r  l o a n  is v e r y  remote, t h e n  t h e r e  is no r e a s o n  t o  r s p a y  t h e  

o l d  l o a n  u n l e s s  t h e  c r e d i t  un ions '  t h r e a t  of l e g a l  a c t i o n  i s  b e l i e v e d .  It 

becomes c l e a r  t h e n  t h a t  t h e  l a c k  of l i q u i d i t y  is a v e r y  i m p o r t a n t  c a t a l y s t  

For a l o t  of o t h e r  problems t h e  c r e d i t  un ions  a r e  e x p e r i e n c i n g .  
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The p o t e n t i a l  f o r  mobi l i z ing  s a v i n g s  by t h e  c r e d i t  unions i n  Ilonduras is 
- 

extremely good, because n o t  only a r e  t h e r e  no i n s t i t u t i o n a l  c o n s t r a i n t s  bu t  a l s o  
- 

they f a c e  no c o m p e t i t i o n  from t h e  banking s e c t o r .  I n t e r e s t  rate c e i l i n g s  

on d e p o s i t s  have been l i f t e d  by t h e  C e n t r a l  Bank and t h e  c r e d i t  un ions  have - T 
no r e s e r v e  r e q u i r e m e n t s  n o r  do t h e y  pay any income t a x e s .  The banking sec-  - 

i , 
A 

t o r  is g r e a t l y  burdened by t h e  30 p e r c e n t  r e s e r v e  requ i rement  on s a v i n g s  and 
- 

t i m e  d e p o s i t s  and have showed v e r y  l i t t l e  i n t e r e s t  i n  m o b i l i z i n g  t h e s e  t y p e s  
- 

of depos i t s . '  I n  t h e  m a j o r i t y  of t h e  towns where t h e  r u r a l  c r e d i t  u n i o n s  

a r e  l o c a t e d  t h e r e  a r e  no o t h e r  f i n a n c i a l  i n s t i t u t i o n s  t h a t  .could  compete - 

w i t h  them even i f  t h e  r e s e r v e  requ i rement  were  t o  be  reduced.  

Some of t h e  i n s t i t u t i o n s  I v i s i t e d  have had i m p r e s s i v e  s u c c e s s  i n  

m o b i l i z i n g  t h e i r  own r e s o u r c e ,  such a s  t h e  c r e d i t  union SanmarqueEa. T a b l e  5 -. 

- 

p r e s e n t s  some growth r a t e s  f o r  a s e l e c t e d  few. I t  i s  i n t e r e s t i n g  t o  n o t e  t h a t  

t h e  f i v e  c r e d i t  u n i o n s  w i t h  t h e  l a r g e s t  growth r a t e  a l l  a c c e p t  s a v i n g s  and 
- 

time d e p o s i t s  from non-members. Although none of t h e s e  c r e d i t  un ions  made 

any r e a l  p r o g r e s s  when t h e  r a t e  of i n f l a t i o n  is taken  i n t o  c o n s i d e r a t i o n ,  i t  - 
i s  impor tan t  t o  r e c o g n i z e  t h a t  none of them pay h i g h e r  d e p o s i t  r a t e s  t h a n  

t h e  commercial banks ,  which they could  a l l  v e r y  e a s i l y  do. 

The impor tan t  p o i n t  t o  remember i s ' t h a t  some of t h e s e  c r e d i t  un ions  were 

f o r c e d  i n t o  a g g r e s s i v e  m o b i l i z a t i o n  e f f o r t s  because  they  d i d  n o t  change t h e  

i n t e r e s t  charged on l o a n s ,  and t h u s  cou ld  n o t  borrow from FACACH. The re-  

s u l t s  of t h e s e  e f f o r t s  paid  o f f  i n  t e rms  o f  r e s o u r c e s  mobi l i zed ,  bu t  t h e  

demand f o r  c r e d i t  a t  t h e s e  low r a t e s  o f  i n t e r e s t  swallowed up t h e i r  l i q u i d i t y  

------A 

 he C e n t r a l  Rank a c t i v e l y  u t i l i z e s  t h e  r e s e r v e  requ i rement  t o  c o n t r o l  
t h e  money c r e a t i o n  by t h e  banking s e c t o r  and one would e x p e c t  i t  t o  be 
reduced i f  thin r;ltc of i n f l a t i o n  slows down. 



TABLE 5 

. WEIGHTED GROWH OF INTERNAL RESOURCES~ 

December, 1979 - December, 1980 

Credit Union - - Percent Change 

sanmarque;a 24.6 

San ~ n d r e ' s  20.7 

Choro tega 18 .9  

San Francisco de l a  Paz 14 .9  

Pinalejo 6 . 3  

Campamento 2 . 7  

La Hermandad 

corquin  

%eights used - December, 1980. Internal re- 
sources are: dapi ta l  contributions,  savings accounts, 
time depos i ts ,  minors savings accounts. 

b~anuary,  1981 t o  July, 1981. 



and t h u s  j u s t  postponed some of  t h e  more s e r i o u s  problems t h a t  w i l l  i n  no 

doubt appear  i n  t h e  n e a r  f u t u r e ,  u n l e s s  they a r e  a b l e  t o  make t h e  change.  

With an i n f l a t i o n  r a t e  a t  a b o u t  24 p e r c e n t  a y e a r ,  t h e  c h o i c e s  a r e  q u i c k l y  

becoming whether t o  have f u n d s  t o  l o a n  o u t  a t  n h i g h e r  r a t e  of i n t e r e s t  o r  

no funds  t o  l o a n  o u t  a t  twe lve  p e r c e n t .  

CONCLUSION 

The impor tan t  r o l e  t h a t  h a s  been p layed  by t h e  c r e d i t  union movement 

i n  t h e  s o c i a l  and economic development cf  Honduras and o t h e r  L a t i n  American 

c o u n t r i e s  cannot  b e  o v e r s t a t e d .  T h e i r  c l i e n t e l e  h a s  l a r g e l y  been marg ina l -  

i zed  by t h e  mainstream f i n a n c i a l  i n s t i t u t i o n s  and i t  is  c l e a r  t h a t  t h i s  

is n o t  go ing  t o  change i n  t h e  f o r e s e e a b l e  f u t u r e .  U n f o r t u n a t e l y ,  due  t o  

t h e  l a c k  oE s u f f i c i e n t  i n f o r m a t i o n  on t h e  e f f e c t s  of  i n f l a t i o n  on t h e  

c r e d i t  union s t r u c t u r e  and E i n a n c i a l  i n t e r m e d i a r i e s  i n  g e n e r a l ,  they have 

found themselves  unprepared t o  d e a l  w i t h  t h e  r e c e n t  i n f l a t i o n a r y  p r e s s u r e s .  

They have a l l  gone th rough  a l e a r n i n g  p r o c e s s  w i t h  some c r e d i t  un ions  f a i l -  

i n g  more than o t h e r s ,  t h e  i m p o r t a n t  p o i n t  be ing  t h a t  a l l  of  them r e c o g n i z e  

t h e  c e n t r a l  r o l e  p layed  by t h e  i n t e r e s t  r a t z s  i n  t h e  s t a b i l i t y  and long-  

term v i a b i l i t y  of t h e i r  i n s t i t u t i o n s ,  and most have a c t i v e l y  sought  t o  r e v i s e  

them. 

The c r e d i t  un ions  have a lways  s t r e s s e d  t h e  l e n d i n g  s i d e  o f  t h e i r  opera-  

t i o n s  t o  t h e  d e t r i m e n t  of  a c t i v e l y  promoting s a v i n g s  m o b i l i z a t i o n ,  and t h i s  

has l e d  t o  t h e  s e v e r e  problems thcy a r e  p r e s e n t l y  facing. J u s t  a s  i t  i s  

impor tan t  t o  p rov ide  l o a n s  i ~ t  renson, \ i? le  r a t e s  O C  i n t e r e s t ,  i t  i s  a l s o  irn- 

p o r t a n t  t o  compensate s a v e r s  who a b s t a i n  from consuming a l l  of t h e i r  income; 

and i n  I n f l a t  lonary  t i m e s  t h i s  i s s u e  becomes a l l  t h c  more impor tan t  a s  

t h e r e  is a tendency towards  t h e  dcmonet iza t  ion  of s a v i n g s .  
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L 

I have c r i e d  t o  f o c u s  upon t h e  d i s t o r t i o n s  t h a t  have r e s u l t e d  from t h e  
I 

l a c k  of f l e x i b i l i t y  i n  t h e  c r e d i t  union s t r u c t u r e s ,  and t h e  r e q u i r e d  changes  
t 

needed t o  r e s t o r e  t h e i r  ba lance .  Some of  t h e s e  changes  a r e :  t o  i n c r e a s e  

t h e  r a t e  of i n t e r e s t  charged o n  l o a n s  i n  o r d e r  t o  d i s c o u r a g e  t h e  tremendous 

s p e c u l a t i v e  demand f o r  c r e d i t ,  t h u s ,  e l i m i n a t i n g  t h e  i n c e n t i v e s  f o r  t h e  

l a r g e  borrowers  from t h e  commercial  banks t o  j o i n  t h e  c r e d i t  u n i o n s  and 

e f f e c t i v e l y  crowd o u t  long-term members. The c r e d i t  un ions  must raise 

t h e  r a t e s  o f  i n t e r e s t  o n  s a v i n g s ,  time d e p o s i t s ,  and c a p i t a l  c o n t r i b u t i o n s  

i n  o r d e r  t o  compensate s a v e r s  and a t t rac t  new funds  t o  s o l v e  t h e  problem of 

l i q u i d i t y .  From t h e  e x p e r i e n c e  of t h e  c r e d i t  union Sanmarquena, i t ' s  obv ious  

t h a t  i n t e r e s t  r a t e  reform o n  l o a n s  must come a s  a f i r s t  s t e p .  C r e d i t  u n i o n s  

who do noc now o f f e r  t ime d e p o s i t s  should  i n s t i t u t e  t h i s  s e r v i c e .  Sav ings  

and t ime  d e p o s i t s  must be accep ted  from t h e  t h e  g e n e r a l  p u b l i c ,  and a d e q u a t e  

r e s e r v e s  main ta ined  t o  cover  them. F i n a l l y ,  immediate wi thdrawal  of t h e  

c a p i t a l  c o n t r i b u t i o n s  must be i n s t i t u t e d  i n  o r d e r  t o  avo id  t h e  s e r i o u s  pro- 

blems o u t l i n e d  i n  t h e  t e x t .  

The long-term v i a b i l i t y  of t h e  c r e d i t  u n i o n  movement is g r e a t l y  depen- 

d e n t  on t h e s e  re fo rms ,  and on che a t t a i n m e n t  of s e l f - s u f f i c i e n c y  t h a t  c a n  

come through e f f e c t i v e  s a v i n g s  m o b i l i z a t i o n  e f f o r t s .  The c r e d i t  u n i o n s  i n  

Honduras have been ex t remely  dependent o n . e x t e r n a l  r e s o u r c e s  and t h i s  s e r i o u s l y  

t h r e a t e n s  t h e i r  e x i s t e n c e .  The e x p e r i e n c e  recorded  i n  per; w i t h  t h e  success -  

f u l  s a v i n g s  m o b i l i z a t i o n  p r o j e c t  (AID-BANCOOP), and t h e  v e r y  own e x p e r i e n c e s  

1 
of some of t h e  c r e d i t  u n i o n s  i n  Honduras p o i n t  t o  an untapped p o t e n t i a l .  The 

i n s t i t u t i o n a l  and economic c o n d i t i o n s  i n  tIondurns a r e  axtrenlely f a v o r a b l e  

f o r  t h e  growth of t h e  c r e d i t  union movement t h c r c .  As I p o i n t e d  o u t  e a r l i e r ,  

'see Robert C. Vogcl, "Sil.rina~ nwbil i z a c i o n :  The Forxo t t cn  H a l f  of Rura l  
F inn~lce" ,  Discuss lon  paper no. 6 .  , Economic I ) c v e l o ~ ~ r n c ~ ~ t  I n s  t i t u t c  World Bank, 
Sepc . ,  1981. 



the dec l ine  of  many o f  the c r e d i t  unions i s  not due to  the dec l ine  i n  the 

pr ice  of  c o f f e e  or t o  the low income l e v e l  o f  t h e i r  members, but t o  a d i s -  

t or t ion  of the  bas i c  incent ives  upon which these  i n s t i t u t i o n s  are based, 

caused by ;he r i s i n g  rate of i n f l a t i o n .  



CONCLUSIONS AND RECOMMENDAT I O N S  

(Ent i re  S t a f f )  

with Addendum on The Need f o r  Addit ional  
Agr icu l tu ra l  Credit  i n  Honduras - -  Claudio Gonzalez-Vega 



CONCLUSIONS AND RECOMMENDAT IONS 

The key recornendations from t h i s  r epor t  can be summarized 

within th ree  orders  of g e n e r a l i t y :  f i r s t ,  the  l e v e l  and 

s t r u c t u r e  of i n t e r e s t  r a t e s  and appropriate  f i n a n c i a l  sec tor  

reforms; second, evaluation of the  competing i n s t i t u t i o n a l  

uses of the l imi ted  ex terna l  resources t h a t  may be ava i l ab le  

from AID i n  the  f u t u r e ;  and t h i r d ,  the i n t r a - i n s t i t u t i o n a l  

reforms o r  . i n i t i a t i v e s  t h a t  a r e  advisable  before o r  simul- 

taneously with the  commitment of funds t o  given i n s t i t u t i o n s .  

A f i n a l  sec t ion  authored by Claudio Gonzalez -Vega presents  

the consensus of the team t h a t  a  shortage of c r e d i t  does i n  

f a c t  e x i s t  f o r  the a g r i c u l t u r a l  s ec to r  and measures t o  

increase the  supply of c r e d i t  a r e  c a l l e d  Eor. 

Returning t o  the i s sue  of f i n a n c i a l  reforms severa l  

poin ts  deserve discussion.  F i r s t  t h e  problem in  Honduras i s  

l a rge ly  a d i s t o r t i o n  in  the  s t r u c t u r e  of i n t e r e s t  r a t e s  and 

t o  some extent  a problem i n  t h e  l e v e l  (of the maximum r a t e ) .  

In cont ras t  t o  most Lat in  American countr ies  Honduras has 

not  f a l l e n  vict im t o  severe i n f l a t i o n  t h a t  r ap id ly  generates  

a  severe negat ive r e a l  r a t e  of i n t e r e s t  environment with a l l  

i t s  pernicious d i s t o r t i o n  on resource a l loca t ion  and income 

d i s t r i b u t i o n .  Signif icant  in  f l a t  ion has only appeared in 

the  Last several  years and, in response t o  t h i s ,  i n t e r e s t  

r a t e  c e i l i n g s  were r a i sed  t o  some extent .  Throughout most 

of the 1970's  Honduras experienced a  pos i t ive  r e a l  r a t e  of 
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i n t e r e s t  environment. A t  p resen t  a  s l i g h t  nega t ive  r e a l  

r a t e  may poss ib ly  be emerging. Strong h f l a t i o n a r y  expec- 

t a t i o n s  have no t  bezn b u i l t  i n t o  t he  behavior of  t h e  most 

important  f a c t o r s  i n  t h e  economy; however, t he  r ecen t  

growth of t he  pub l i c  s e c t o r ' s  d e f i c i t  does r a i s e  some 

ques t ions  a s  t o  how long t h i s  r e l a t i v e  s t a b i l i t y  may l a s t  

and i d e a l l y ,  one would want complete i n t e r e s '  r a t 3  f l e x i b i l i t y  

( i . e . ,  no maximum i n t e r e s t  ratG. e x i s t i n g  a t  a l l ) .  As a  

second bes t  p ropos i t i on ,  one wvuld l i k e  t o  see  t he  p resen t  

c e i l i n g  r a i s e d .  It i s  h igh ly  u n l i k e l y  t h a t  t h e  higher  

r a t e s  of i n t e r e s t  would s i g n i E i c a n t l y  a f f e c t  t h e  demand f o r  

a g r i c u l t u r a l  c r e d i t  g iven t h e  growing l e v e l s  of u n s a t i s f i e d  

excess  demand t h a t  c u r r e n t l y  e x i s t  i n  t h e  system. This  

i s s u e  i s  d e a l t  wi th  i n  g r e a t e r  d e t a i l  i n  t he  succeeding 

sec t i on  authored by Claudic Gonzalez-Vega i n  which t h e  

cu r r en t  con t r ac t i on  of c r e d i t  supply f o r  a g r i c u l t u r e  i s  

measured and discussed.  

Another important i s s u e  he re  a r e  the  d i s t o r t i o n s  

in t roduced i n t o  t h e  f i n a n c i a l  s e c t o r  i n  gene ra l  and, i n t o  

r u r a l  f i n a n c i a l  markets i n  p a r t i c u l a r ,  through the  fragmented 

s t r u c t u r e  of  i n t e r e s t  r a t e s .  It doesn ' t  make sense  t h a t  

some a g r i c u l t u r a l  l oans  a r e  made i n  t h e  10-14 percent  range 

while o t h e r s  a r e  made from the  15 t o  19 percen t  range when 

t h i s  bears  no r e l a t i o n  t o  t he  t r u e  r i s k  o r  cos t  of the  l oan .  

In f a c t  t h e  c u r r e n t  i n t e r e s t  r a t e  d i f f e r e n t i a l s  are a func t ion  

of t h e  source of funds from i n t e r n a t i o n a l  and l o c a l  sources  

wi th  i n t e r n a t i o n a l  source funds being on l e n t  a t  the  lower 

r a t e s .  



- 3 -  

Rediscounting fo re ign  source funds through the  c e n t r a l  

bank i n  t h e  p a s t  has  in t roduced most of t h e s e  d i s t o r t i o n s .  

I f  r e t r o a c t i v e  changes could be in t roduced t o  remove those  

lower c e i l i n g s  f o r  any unspent funds,  t h i s  could r ep re sen t  

a n e t  ga in .  A t  t h e  ve ry  l e a s t ,  a l l  new funds e n t e r i n g  t h e  

economy from abroad should b e  allowed t o  be on- len t  a t  t h e  

maximum r a t e  allowed by t h e  c e n t r a l  bank. Only i n  t h i s  way 

wil.1 they f i n d  t h e i r  most e f f i c i e n t  u se s  i n  t h e  economy and 

a l low t h e  i x , t i t u t i o n s  t h e  l a t i t u d e  they  need t o  cover more 

o r  a l l  t h e i r  c o s t s  wi th  al lowances f o r  r i s k .  

The a d v i s a b i l i t y  of r a i s i n g  t h e  low i n t e r e s t  r a t e s  i n  

t h i s  d i s t o r t e d  s t r u c t u r e  r e s t s  on va r ious  arguments. F i r s t  

i n f l a t i o n  has  s e t  i u  s l nce  many of t he se  e a r l i e r  programs 

were e s t ab l i shed  wi th  i n t e r e s t  r a t e s  i n  t he  11-14 percent  

range.  Lenders should be allowed t o  cover t h e i r  r i s i n g  

o p e r a t i o n a l  c o s t s .  A t  t he  same time many a g r i c u l t u r a l  

product prLces a r e  keeping up wi th  i n f l a t i o n  s u f f i c i e n t l y  

t o  a l low farmers t h e  ea rn ings  t o  cover h igher  i n t e r e s t  

charges .  Second, i n t e r e s t  r a t e s  a r e  a  smal l  pe rcen t  of t o t a l  

c u r r e n t  production c o s t s  of farmers and t h u s  a r i s e  i n  t h i s  

charge has on ly  a marginal  impact on t o t a l  c o s t s .  Th i rd ,  

subsidized i n t e r e s t  r a t e s  a r e  n o t  a v i a b l e  wey t o  g e t  

farmers t o  adopt new technology i f  t he  b a s i c  r a t e  oE r e t u r n  

of  t h i s  new a c t i v i t y  (adjus ted f o r  r i s k )  does no t  a l ready  

j w t i f y  t h e  investment.  Farmers w i l l  merely, t r y  t o  d i v e r t  



- 4 -  

i n t e r e s t  r a t e s  a r e  a poor instrument t o  compensate a g r i c u l t u r e  

f o r  t he  pena l i za t  Lon of p r o t e c t i o n i s t  p o l i c i e s ,  farm product 

p r i c e  c o n t r o l s ,  poor r e sea rch  and extension systems,  

d e f i c i e n t  marketing chv.nels: and o t h e r  adverse p o l i c y  a c t  i ons  

and weak i n f r a s t r u c t u r e  thaz: 'iurn t he  i n t e r n a l  terms of  

t r a d e  aga ins t  agr icu lLura .  Th is  i s  due t o  t he  f a c t  t h a t  

on ly  a  small  pe rcen t  of t h e  farmers have access  t o  formal 

c r e d i t  whi le  a l l  farmers s u f f e r  from t h e  p o l i c i e s  of pena l i -  

z a t i o n  and d e f i c i e n t  i n f r a s t r u c t u r e  f o r  farming. There i s  

no good match he re .  To t h e  ex t en t  t h a t  t h e s e  problems e x i s t ,  

what i s  c a l l e d  f o r  he re  a r e  changes i n  t h e  adverse  p r i c i n g  

p o l i c i e s  pena l iz ing  a g r i c u l t u r e  and/or an improvement i n  

t h e  r e sea rch  and marketing i n f r a s t r u c t u r e  s e rv i c ing  fa rmers ,  

n o t  concessionar,  ' n t e r e s t  r a t e s  on a g r i c u l t u r a l  c r e d i t .  

F i n a l l y ,  subsidized i n t e r e s t  r a t e s  l e ad  t o  income 

concen t ra t ion  and worsen t h e  d i s t r i b u t i o n  o f  income and 

weal th .  This  i s  due t o  s e v e r a l  f a c t o r s .  F i r s t ,  on ly  those  

who have access  t o  t h i s  cheap cxcd:it can b e n e f i t  from the  

subsidy and,  a s  we have a l ready  argued,  o d y  a  small percen t  

of the  t o t a l  number of farmers in Honduras have access  t o  

formal c r e d i t .  Second, wi th in  t h e  t o t a l  a g r i c u l t u r a l  c r e d i t  

p o r t f o l i o  those  wi th  l a r g e r  l o m s  b e n e f i t  more from t h i s  

subsidy than those  with smal ler  loans .  Given the  unusual ly  

h i g h  concentra t ion of t h e  t o t a l  va lue  of c r e d i t  i n  t he  p o r t -  

f o l i o s  o f  both  BANADESA and the  p r i v a t e  banks i n t o  l a r g e r  

loan s i z e s  (above 100,OOG lempiras)  l a r g e r  borrowers a r e  
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benef i t ing  much more from t h i s  subsidy than smaller borrowers. 

F ina l ly  the  l tdLlger a  negat ive r e a l  r a t e  of i n t e r e s t  

mil ieu p r e v a i l s ,  development banks and p r iva te  banks begin 

t o  r a t i o n  out the  more c o s t l y ,  more r i s k y ,  smaller and newer 

borrowers t o  save on t h e i r  c o s t s  and reduce t h e i r  r i s k s  i n  

the f ace  of i n t e r e s t  r a t e  c e i l i n g s  and r i s i n g  i n f l a t i o n .  

The problem i n  Honduras now i s  the shortage of l i q u i d i t y  in 

the  a g r i c u l t u r a l  s e c t o r .  There should not  be any appreciable  

drop i n  t h e  demand f o r  t h i s  scarce  c r e d i t  i f  it i s  r e a l i s t i c a l l y  

pr iced .  Moreover t h e r e  would very l i k e l y  be an improvement 

in t h e  access of r i s k i e r ,  newer and c o s t l i e r  c l i e n t s  i n  the  

p o r t f o l i o  s ince the higher i n t e r e s t  r a t e s  would allow banks 

t o  cover the  c o s t s  and r i s k s  of serv ic ing  these  customers. 

They w i l l  be l e s s  l i k e l y  t o  r a t i o n  them out  of t h e i r  

p o r t f o l i o  with a r t i f i c i a l l y  high t r a n s a c t  ions c o s t s  a s  they 

cu r ren t ly  do i n  a  more cont ro l led  and l e s s  l i b e r a l  f i n a n c i a l  

cl imate.  

Empirical evidence confirming t h i s  impl i c i t  r a t ion ing  

behavior was presented in  Chapter VI where we analyzed borrowing 

cos t s  t o  borrowers of d i f f e r e n t  farm and loan s i z e s  from 

d i f f e r e n t  lenders .  These a r e  c o s t s  borne by borrowers (above 

and beyond i n t e r e s t  r a t e  charges) t o  secure loans from lenders .  

In a  very r e a l  sense they represent  the  way lenders  can and 

do pass on t r ansac t ions  cos t s  t o  borrowers when they a r e  

prevented by con t ro l s  from charging higher i n t e r e s t  r a t e s  t o  

cover r i s i n g  c o s t s  and r i s k s .  
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Summarizing t h e  r e s u l t s  on borrowing c o s t s  from 

Chapter V I  it i s  c l e a r  t h a t  t r a n s a c t i o n  c o s t s  p e r  loan - 
a r e  p o s i t i v e l y  r e l a t e d  t o  loan s i z e  ; p o s i t i v e l y  r e l a t e d  

t o  farm s i z e ;  and d i f f e r  sha rp ly  between sources  of  c r e d i t .  

A t  t h e  same t ime t r a n s a c t i o n  c o s t s  pe r  lempira - a r e  n e g a t i v e l y  

r e l a t e d  t o  loan  s i z e ;  nega t ive ly  r e l a t e d  t o  farm s i z e ;  and 

vary  cons iderab ly  between lend ing  i n s t i t u t i o n s  and between 

d i f f e r e n t  loan source-loan s i z e  combinat ions .  Lending 

i n s t i t u t i o n s  tend t o  s u b s t i t u t e  i m p l i c i t  charges ( t h a t  

t r a n s l a t e  i n t o  t r a n s a c t i o n  c o s t s )  f o r  e x p l i c i t  i n t e r e s t ,  

due t o  t h e  l i m i t e d  d i s c r e t i o n a r y  power they  have t o  r a i s e  

i n t e r e s t  r a t e s .  

Cor r e l a t i on  and r eg re s s ion  ana lyses  were used t o  a s s e s s  

t he  s t a t i s t i c a l  s i g n i f i c a n c e  of some of t he  foregoing r e s u l t s .  

Transac t ion  c o s t s  per  loan were found p o s i t i v e l y  c o r r e l a t e d  

wi th  farm s i z e  and amount o f  t h e  l o a n ,  and n e g a t i v e l y  

c o r r e l a t e d  wi th  t h e  i n t e r e s t  r a t e  charged on t h e  loan.  

Transac t ion  c o s t s  pe r  lempira a r e  c o n s i s t e n t l y  n e g a t i v e l y  

c o r r e l e t e d  wi th  farm s i z e ,  loan s i z e  and i n t e r e s t  r a t e s .  

It is  a l s o  shown t h a t  t h e  main determinants  o f  t h e  l e v e l  

of t r a n s a c t i o n  c o s t s  are t h e  loan s i z e  and t h e  i n t e r e s t  r a t e .  

The observed d i f f e r e n c e s  between lend ing  sources  a r e  indeed 

r e f l e c t i n g  t h e  d i f f e r e n c e s  between t h e  s i z e  d i s t r i b u t i o n  of 

t h e i r  loan p o r t f o l i o s  and the  range of i n t e r e s t  rakes  they  

can c o n t r o l .  On average,  a l l  i n s t i t u t i o n s  fo l l ow  s i m i l a r  

lecding p o l i c i e s ,  imposing higher  requirements and more 
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complicated procedures whenever they dea l  wi th  l a r g e r - s i z e d  

loans  and/or a r e  cons t ra ined  t o  charge a lower e x p l i c i t  

i n t e r e s t  r a t e .  

These r e s u l t s  a l s o  s t r o n g l y  suggest t h a t  cumbersome 

end use  and crop type  r e g u l a t i o n s  f o r  ag r i - cu l tu r a l  loans  

should be l a r g e l y  e l imina ted .  This  adds g r e a t l y  t o  t h e  t op  

heavy admin i s t r a t i ve  s t a f f  r equ i r ed  i n  t h e s e  i n s t i t u t i o n s  

t o  devise  complicated farm p l ans  and monitor t h e i r  imple- 

mentat ivn.  They ada g r e a t l y  t o  t h e  lending c o s t s  and reduce 

t h e  v i a b i l i t y  of  e f f e c t i v e  f i n a n c i a l  in te rmedia t ion .  These 

i s s u e s  have been d i scussed  a t  l eng th  i n  t h e  r e p o r t  and need 

no f u r t h e r  e l abo ra t i on  he re  except t o  unde r l i ne  t h e  f a c t  

t h a t  i n t e r n a t i o n a l  agencies  a r e  t h e  primary cause of t he se  

end use  r e g u l a t i o n s ,  hence they a r e  presumably in a p o s i t i o n  

t o  do something t o  e l i m i n a t e  them and,  i n  t h e  process,  reduce 

a burdensome source o f  r i s i n g  lending c o s t s .  

F i n a l l y  high r e s e r v e  requirements on t ime and savings 

d e p o s i t s  a r e  counter  product ive  t o  e f f e c t i v e  domestic 

savings  mobi l i za t ion .  High r e s e r v e  requirements may be 

necessary  on demand depos i t s  f o r  purposes of  an  a n t i -  

i n f l a t i o n a r y  monetary p o l i c y ,  but comparably high r e s e r v e  

requirements f o r  time and savings  depos i t s  a r e  unnecessary 

and a d i s i n c e n t i v e  f o r  savings  a c t i v i t y .  Most developed and 

l e s s e r  developed c o u n t r i e s ,  i n  c o n t r a s t  t o  Honduras, have 

s u b s t a n t i a l l y  lower r e s e r v e  requirements f o r  savings  balances  

than f o r  demand d e p o s i t s .  Although t h e r e  i s  no maximum 

c e i l i n g  on i n t e r e s t  r a t e s  on savings  d e p o s i t s  t h e r e  i s  no 
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i n c e n t i v e  f o r  banks t o  r a i s e  these  r a t e s  t o  mobi l i ze  

savings  when they have t o  s t e r i l i z e  a high percen t  of  t he se  

d e p o s i t s  a s  a  r e s e r v e  requirement and then cannot on-lend 

beyond 19 percen t .  A lower r e s e r v e  requirement than t h e  

c u r r e n t  30 percent  is  c l e a r l y  needed. 

In t he  event  t h a t  a  lowering of r e se rve  requirements 

on savings  and time d e p o s i t s  is  no t  p o s s i b l e ,  an a l t e r n a t i v e  

would be t o  a t  l e a s t  pay i n t e r e s t  on t h e  r e s e r v e s ,  and 

moreover, pay a  r e a l i s t i c  r a t e  of i n t e r e s t  so t h a t  t h i s  r e se rve  

requirement does n o t  a c t  a s  a d i s i n c e n t i v e  t o  sav ings  

mobi l i za t ion  e f f o r t s .  

It i s  important  t o  remember t h a t  proper  savings  

i n c e n t i v e s ,  i n  a d d i t i o n  t o  r e l i e v i n g  the  c o n s t r a i n t  on t he  

supply of funds f o r  onlending,  a l s o  improve t h e  d i s t r i b u t i o n  

of income. Many more low income people p a r t i c i p a t e  i n  formal 

f i n a n c i a l  markets a s  s ave r s  than a s  borrowers. There fore  

any improvement i n  t h e  r a t e  o f  r e t u r n  t o  savings  ~ i c t i v i t y  

w i l l  have t h e  b e n e f i c i a l  impact o f  rewarding a  l a r g e  number 

of  people wi th  smal l  t o  medium s ized  savings  accourits. 

Moreover t h e  longer  t he se  i ncen t ive s  remain i n  f o r c e ,  t h e  

more l i k e l y  t h a t  more sav ings  w i l l  be drawn o u t  of i l l i q u i d  

forms (such a s  inven tory  of  animals ,  l and  and o t h e r  phys ica l  

a s s e t s )  o r  ou t  of reduced consumption t o  add t o  t h e  savings  

base. More op t ions  become a v a i l a b l e  f o r  small  fazmers i n  

t he  form i n  which they  can now hold t h e i r  sav ings .  F inanc i a l  

a s s e t s  ea rn ing  an a t t r a c t i v e  r e t u r n  would now be a v a i l a b l e  



along wi th  t h e  more t r a d i t i o n a l  forms o f  on-farm inventory 

holdings and o t h e r  phys ica l  a s s e t s  which f r equen t ly  involve  

r i s k  ( s ick  and d i seased  animals o r  t h e f t )  o r  a  low r a t e  of 

r e t u r n .  

Subsidized c r e d i t ,  on t h e  o t h e r  hand, goes t o  a  

r e l a t i v e l y  sma l l e r  number of producers  i n  an?, ag ra r i an  

s e t t i n g  ( c e r t a i n l y  much smal ler  than those  t h a t  engage i n  

formal savings  a c t i v i t y )  and, a t  t he  same t ime ,  i s  always 

a s soc i a t ed  wi th  a  pena l ty  on t h e  much more numerous and 

lower income save r s  i n  t h a t  depos i t  r a t e s  a r e  he ld  down i n  

o rde r  t o  a l low low loan r a t e s  f o r  a  p r i v i l e g e d  few. It 
f 

makes much more sense t o  a l low g r e a t e r  l i b e r a l i z a t i o n  o f  

the f i n a n c i a l  s e c t o r  ( i . e .  uncont ro l led  i n t e r e s t  r a t e s )  

which f o r c e  borrowers t o  pay a r e a l i s t i c  r a t e  of i n t e r e s t  

on t h e  money they  borrow. This  induces a  more e f f i c i e n t  

use of  t he se  Funds i n  h igher  r a t e  o f  r e t u r n  a c t i v i t i e s  

( i . e .  a  more e f f i c i e n t  a l l o c a t i o n  of r e s o u r c e s ) ;  a l lows 

& l ende r s  t o  coves t h e i r  lending c o s t s  and,  i n  t h e  case  of  

pub l ic  s e c t o r  banks, depend l e s s  on government subs id i e s  

(and i n t e r f e r e n c e )  which i n v a r i a b l y  come from a  r e g r e s s i v e  

t a x  s t r u c t u r e ;  and a l lows rewards f o r  many more low income 

people a s  s ave r s  wi th  higher  depos i t  r a t e s .  I f  t he  

subs id i za t i on  o f  a g r i c u l t u r a l  a c t i v i t y  i s  c a l l e d  f o r ,  t h e r e  

a r e  f a r  more e f f i c i e n t  and e q u i t a b l e  ins t ruments  t o  accomplish 

t h i s  than subs id ized  c r e d i t  (e . g .  b e t t e r  f inanced r e s e a r c h  

and exten.j ion a c t i v i t i e s ,  more i n f r a s t r u c t u r e  reducing t h e  

c o s t s  and. r i s k s  of  marketing,  e t c .  ) . 



-10- 

Moving now t o  t h e  second order  of g e n e r a l i t y ,  i f  one 

i s  t o  i n j e c t  more f i n a n c i a l  resources  i n t o  t h e  a g r i c u l t u r a l  

s e c t o r ,  t h e r e  a r e  fou r  ways t o  do t h i s .  Channel t he  

resources  through t h e  commercial banks, t h e  development 

bank (BANADESA), t h e  r u r a l  c r e d i t  union network o r  d i r e c t l y  

t o  the  f i n a l  u s e r s  such a s  l a r g e  reform grcups.  Each has 

va r ious  cornparat i v e  advantages t o  ga in  g iven  obj  e c t i v e s .  

Channeling more resources  t o  a g r i c u l t u r e  through t h e  

commercial bank network r ep re sen t s  an i n t e r e s t i n g  oppor tun i ty  

t h a t  should be i n v e s t i g a t e d  thoroughly.  Banco A t l a n t i d a ,  

Occidente and Sogerin have ex tens ive  branches i n  key a g r i -  

c u l t u r a l  a r e a s  and a r e  a l r eady  a l l o c a t i n g  from 20  t o  35 

percen t  of t h e i r  p o r t f o l i o s  t o  a g r i c u l t u r e .  In t he  aggregate  

they a r e  c u r r e n t l y  a f a r  more important source o f  a g r i -  

c u l t u r a l  lending than t h e  development bank. 

Any new i n i t i a t i v e s  he re  should avoid t h e  end-use, 

crop-type requirements of t he  p a s t  a s  wel l  a s  any i n t e r e s t  

r a t e  c e i l i n g s .  By t h e  same token i t  i s  s t r o n g l y  advised 

t h a t  AID, i n  cons ider ing  t h i s  oppor tun i ty ,  make every e f f o r t  

t o  i n su re  t h a t  any in termediary  r o l e  played by t h e  c e n t r a l  

bank minimizes t r ansac t ions  c o s t s  t o  t h e  f i n a l  l ender .  

Intermediary func t ions  could add another l a y e r  of  bureaucracy 

t h a t  adds t o  t r a n s a c t i o n s  and lending c o s t s  and,  i f  not  

c a r e f u l l y  handled,  could l e a d  t o  var ious  r e g u l a t i o n s  and 

r epo r t i ng  requirements  t h a t  are counterproduct ive .  The 

banks a r e  prepared and ab l e  t o  dea l  d i r e c t l y  a s  a consortium 

with  A I D  i n  t h i s  e f f o r t .  They should be consul ted concerning 
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t h e  most s e rv i ceab l e  and l e a s t  c o s t l y  in termediary  form t o  

use  t o  channel e x t e r n a l  lending sources i n t o  t h e i r  consortium 

f o r  on-lending t o  a g r i c u l t u r e .  

While some may argue t h a t  t h e s e  banks d o n ' t  r each  the  

smal l  farmer d i r e c t l y ,  i t  can be argued,  and t h i s  i s  s t rong ly  

f e l t  by va r ious  members of t h e  team from f i e l d  exper ience,  

t h a t  t hey  can and do reach  t h e s e  farmers  i n d i r e c t l y .  This  

i s  accomplished through t h e i r  loans  t o  a g r i c u l t u r a l  input  

s u p p l i e r s ,  i n t e rmed ia r i e s ,  marketers  and p roces so r s  of  smal l  

farmer produce and l a r g e  t o  medium s i z e d  farmers  many of  

whom do on-lend t o  small  farmers  through informal  channels 

and h i r e  s i g n i f i c a n t  numbers of p a r t  t ime aqd permanent 

l a b o r e r s  i n  t h e i r  a c t i v i t i e s .  Increased loan a c t i v i t y  through 

t h e  a g r i c u l t u r a l  p o r t f o l i o  of aggress ive  a g r i c u l t u r a l  l ende r s  

l i k e  A t l a n t i d a  can make a  d i f f e r e n c e  in inc reas ing  ou tpu t ,  l i q u i d i t y ,  

employment and t ra r sac t ions  i n  t h e  r u r a l  s e t t i n g  t o  a  much wider 

range of end use r s  than  t h e i r  f i r s t  t i e r  o f  borrowers 

might suggest .  F i n a l l y ,  and most impor tan t ly ,  t h i s  p r i v a t e  

s e c t o r  i n i t i a t i v e  c a r r i e s  w i th  i t  t h e  p rospec t s  of much 

l e s s  delinquency and d e f a u l t  than  a l t e r n a t i v e  approaches. 

To eva lua t e  t h i s  e f f o r t ,  it i s  recommended t h a t  a  team of 

c o n s u l t a n t s  be drawn i n  t o  measure and e s t a b l i s h  an on-going 

eva lua t ion  o f  t he  n e t  impact o f  t h i s  program dur ing the  

f i r s t  year  o r  two a f t e r  i t s  i ncep t ion .  

The p o s s i b i l i t y  of  aJ.so using t h e  a g r i c u l t u r a l  development 

bank i s  a l s o  l e g i t i m a t e ,  p a r t i c u l a r l y  i n  s e r v i c i n g  t h e  
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p o l i t i c a l l y  important i n i t i a t i v e  of f inanc ing  s e l e c t e d  

ag ra r i an  reform groups. Again c a r e  should be taken no t  t o  

l a y  on a l l  s o r t s  of crop-use requirements (esp. b a s i c  

g r a i n s )  i f  t h e s e  a r e  no t  a p p r o p r i a t e  under t h e  circumstances.  

The bank and t h e  groups f inanced should make the se  d e c i s i o n s ,  

no t  t he  i n t e r n a t i o n a l  donor o r  t h e  c e n t r a l  bank who a r e  t oo  

farm removed from the  scene. I t  would a l s o  appear  t h a t  

t e c h n i c a l  a s s i s t a n c e  and ex t ens ion  he lp  a r e  more important  

than c r e d i t  a s  a c o n s t r a i n t  f o r  inc reased  ou tpu t  f o r  many 

reform groups (see Chapter V I I I ) .  

With r e s p e c t  t o  t he  c r e d i t  unions i n  r u r a l  a r e a s ,  

time and sav ings  d e p o s i t s  have been r e l a t i v e l y  neg l ec t ed  

a s  a source  of  funds f o r  c r e d i t  unions .  The amounts a r e  

q u i t e  sma l l ,  t h e  i n t e r e s t  r a t e s  pa id  are r e l a t i v e l y  low, 

and promotional campaigns o r i e n t e d  toward a t t r a c t i n g  

such savings  have no t  been used.  However, when t h e  e f f e c t i v e  

i n t e r e s t  r a t e s  c u r r e n t l y  c'lsrged on loans  a r e  analyzed,  

t h e r e  appears  t o  be an oppor tun i ty  t o  change p o l i c i e s  and 

t o  mobi l ize  t ime and savings  d e p o s i t s  agg re s s ive ly .  A 

s t a t e d  18 percen t  i n t e r e s t  r a t e  on l oans  ( the  h ighes t  l e v e l  

c u r r e n t l y  charged i n  s e v e r a l  r u r a l  c r e d i t  unions)  becomes 

an e f f e c t i v e  r a t e  of 36 percen t  when'members can borrow 

only  twice t h e i r  c a p i t a l  c o n t r i b u t i o n  (on which 6 percen t  

i s  paid)  and a r e  r equ i r ed  t o  make an addit-.; .~-ral canf ta l .  

con t r i bu t ion  of 10 percent  of  t he  loan .  Charging 36 pe rcen t  

i n t e r e s t  i n  a more d i r e c t  fash ion  by r a i s i n g  t h e  r a t i o  of 
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loan amounts t o  c a p i t a l  contr ibut ions and r a i s i n g  the  s t a t e d  

i n t e r e s t  r a t e  accordingly would permit c r e d i t  unions t o  pay 

s i g n i f i c a n t l y  higher i n t e r e s t  r a t e s  on time and savings 

deposi ts  and perhaps on c a p i t a l  cont r ibut ions  a s  wel l .  

Such p o l i c i e s ,  together  with aggressive savings mobil izat ion 

campaigns, would be a  much more e f f e c t i v e  way f o r  c r e d i t  

unions t o  resolve t h e i r  lack of l i q u i d i t y  and meet the  

c r e d i t  demands of t h e i r  members than a r e  the  current  p o l i c i e s  

of r e s t r i c t i n g  loans (see Chapter X ) .  

FACACH appears t o  be a  reasonably successful  c r e d i t  

union fede ra t ion ,  e spec ia l ly  when compared with t h e  

experience i n  many o the r  Latin American count r ies .  It 

could be a  usefu l  i n s t i t u t i o n  f o r  channeling addi t iona l  

resources t o  t h e  a g r i c u l t u r a l  sec tor  and espec ia l ly  t o  

the small farmers who a r e  not served by BANADESA o r  the  p r i v a t e  

commerical banks. There a re ,  however, two important 

caveats:  (1) cheap externa l  resources can undermine the 

i n t e r e s t  of c r e d i t  unibns i n  mobilizing t h e i r  own resources  

and hence destroy t h e i r  v i a b i i i t y  in  the  long run;  and 

(2)  t echnica l  a s s i s t ance  and extensive supervision of 

a g r i c u l t u r a l  a c t i v i t i e s  can e a s i l y  become too c o s t l y  f o r  

both borrowers and lenders .  

It would be premature a t  t h i s  point  t o  make s p e c i f i c  

suggest ions f o r  new pro j  e c t s  involving c r e d i t  unions. I t  

i s  the impression from the  preliminary f i e l d  work t h a t  

c r e d i t  unions i n  Honduras a r e  uniquely wel l  s i t u a t e d  t o  

provide savings and c r e d i t  se rv ices  t o  the  r u r a l  poor. 



In a d d i t i o n ,  A I D  has  j u s t  i n i t i a t e d  a  p r o j e c t  wi th  FACACH 

t o  work wi th  c r e d i t  un ions ,  so t h a t  it would be b e t t e r  t o  

t r y  t o  make some app rop r i a t e  adjus tments  i n  t h i s  p r o j e c t  

r a t h e r  than over load FACACE and t h e  c r e d i t  unions wi th  a  

p a r a l l e l  p r o j e c t .  It i s  a l s o  important t o  know more 

about the  recep t iveneds  of FACACH and t h e  c r e d i t  unions 

t o  a  new p r o j e c t  which would p lace  heavy emphasis on 'h igher  

i n t e r e s t .  r a t e s .  In  ca r ry ing  ou t  t h e  p re l imina ry  f i e l d  

work it was no t  p o s s i b l e  t o  ask such s p e c i f i c  and s e n s i t i v e  

ques t ions  about implementation without b i a s i n g  t h e  r e s u l t s  

of t he  survey t o  f i n d  ou t  a s  much a s  p o s s i b l e  about t he  

e x i s t i n g  s i t u a t i o n .  

In s h o r t ,  c r e d i t  unions can probably p l a y  a ve ry  

important  r o l e  i n  improving r u r a l  f i n a n c i a l  s e r v i c e s ,  but 

a  s p e c i f i c  p r o j e c t  cannot be developed wi thout  knowing more 

from a d d i t i o n a l  f i e l d  surveys of t he  i n s t i t u t i o n s  and a l s o  

more about the  w i l l i ngnes s  of t h e  c r e d i t  unions  and FACACH 

t o  adopt some new p o l i c i e s  and approaches towards i nc rea s ing  

t h e i r  l i q u i d i t y ,  which may no t  appear e n t i r e l y  a t t r a c t i v e  

a t  f i r s t  g lance.  

In  summary i t  i s  probably bes t  t h a t  A I D  d i v e r s i f y  i t s  

p o r t f o l i o  and channel i t s  e x t e r n a l  funds i n t o  s eve ra l  

i n s t i t u t i o n a l  i n i t i a t i v e s  ( i . e . ,  t h e  p r i v a t e  bank i n i t i a t i v e ,  

development bank support  o f  s e l e c t e d  reform groups and c a r e f u l  

support  of t he  changes needed in  t he  i n t e r e s t  r a t e  p o l i c i e s  

i n  r u r a l  c r e d i t  un ions ) .  
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F i n a l l y  i n  terms of i n t r a - i n s t i t u t i o n a l  reforms,  

c l e a r l y  e f f o r t  must be undertaken wi th in  BANADE, t o  lower *. 
i t s  lending c o s t s ,  reduce i t s  p a s t  and r e c e n t  delinquency 

and r e s t r u c t u r e  i t s  information system f o r  b e t t e r  dec i s ion  

making. These i s s u s s  were discussed a t  l eng th  i n  t h e  chap te r  

deal ing wi th  BANADESA (Chapter V )  and need no t  be repea ted  

here .  E f f o r t s  i n  t h i s  a r e a  should be undertaken as a  

condi t ion  o f  f u r t h e r  f i n a n c i a l  suppor t .  S i m i l a r l y ,  a s  

mentioned e a r l i e r ,  t he  p o s s i b i l i t i e s  f o r  changes i n  i n t e r e s t  

r a t e  p o l i c i e s  i n  t he  c r e d i t  unions  should be s tud i ed  before  

s e l e c t i v e  suppor t  and t e c h n i c a l  a s s i s t a n c e  can have any 

meaningful impact.  

Reform i n  t h e  c e n t r a l  bank p o l i c i e s  of  end use and 

r e l a t e d  requirements should a l s o  be considered t o  he lp  

lower t h e  heavy admin i s t r a t i ve  l end ing  c o s t s  i n  BANADESA 

and t h e  p r i v a t e  banks t h a t  have t o  absorb t h e s e  c o s t s .  

I f  a concer ted e f f o r t  i s  undertaken t o  promote changes 

iri t h e  t h r e e  broad a r ea s  of g e n e r a l i t y  d i scussed  h e r e ,  t h e  

func t ion ing  of  r u r a l  f i n a n c i a l  markets  i n  Honduras could  be 

s i g n i f i c a n t l y  improved. A more l i b e r a l i z e d  f i n a n c i a l  

environment w i th  a  l e s s  burdensome s e t  of  i n t e r e s t  r a t e  and 

o the r  c o n t r o l s  w i l l  b r i ng  many s o c i a l  b e n e f i t s  t o  Honduras. 

In add i t i on  t o  s t rengthening the  p rocess  of f i n a n c i a l  

i n t e rmed ia t i on ,  inc reas ing  t he  p rospec t s  f o r  i n s t i t u t i o n a l  

v i a b i l i t y  f o r  l ende r s ,  reducing t h e  i n e q u i t a b l e  r a t i o n i n g  

of c r e d i t ,  mobil izin;  l a r g e r  amounts of domestic s av ings ,  
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a more l i b e r a l  f i n a n c i a l  environment w i l l  l e a d  t o  a more 

e f f i c i e n t  a l l o c a t i o n  of  resources  and a n e t  improvement i n  

income d i s t r i b u t i o n .  This  i s  p a r t i c u l a r l y  t r u e  a s  compared 

t o  t h e  p a t t e r n  of  resource  use  and income d i s t r i b u t i o n  

c h a r a c t e r i s t i c  o f  a  l e s s  l i b e r a l  and more con t ro l l ed  c r e d i t  

and p r i c ing  m i l i e u  shot  thorugh wi th  a r b i t r a r y  and i n e q u i t -  

ab l e  non-pr ice  r a t i o n i n g  behavior by l ende r s ,  growing s u b s i d i e s  

der ived from r e g r e s s i v e  t a x  incidence t o  b a i l  ou t  del inquent  

o r  inso lven t  i n s t i t u t i o n s  and constant  pena l i za t i on  of a 

l a r g e  number of  lower income savers  t o  s e r v i c e  a smal ler  

number of  subs id ized  borrowers. I f ,  a t  t h e  same t ime ,  

AID d i v e r s i f i e s  i t s  lending p o r t f o l i o  so a s  t o  a l low 

seve ra l  i n s t i t u t i o n a l  i n i t i a t i v e s  i r ~  t h i s  scenar io  under- 

going change and reform, i t  can make a va luab l e  con t r i bu t ion  

t o  t h i s  e f f o r t .  The f i n a l  s ec t i on  o f  t h i s  s e t  of concl.usions 

p re sen t s  t he  evidence t h a t  t h e r e  i s  indeed a s e r i o u s  c r e d i t  

shor tage i n  t h e  ag r i cu l tu . r a1  s e c t o r .  
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This  concluding s ta tement  h e r e  addresses  t h e  i s s u e  

of  whether a shor tage  of a g r i c u l t u r a l  c r e d i t  e x i s t s  i n  t he  

Honduran s e t t i n g .  The ques t ion  becomes important  a s  a  

complement t o  t he  h s t i t u t i o n a l  and f i n a n c i a l  reforms 

recommended in. t h e  previous  s e c t i o n .  Conceivably one could 

undertake t h e  above reforms a lone  and n o t  be concerned wi th  

a  n e t  i n j e c t i o n  of funds from abroad.  We f e e l  t h a t  i n  t h e  

c u r r e n t  economic s i t u a t i o n  t h e  f i n a n c i a l  reforms defen.ded 
" , 

above may be a  neces sa ry  bu t  perhaps n o t  both  a neces sa ry  , 

and a s u f f i c i e n t  condi t ion  f o r  success  i n  r e so lv ing  t h e  

problem of a g r i c u l t u r a l  c r e d i t  supply i n  Honduras. We f e e l  
'"'+a 

t h a t  both  i n i t i a t i v e s  a r e  necessary :  f i n a n c i a l  and i n s t i -  

t u t i o n a l  reforms on the  one hand and an i n j e c t i o n  of resources  

on che o t h e r  hand. 

There has  been a  s i g n i f i c a n t  c o n t r a c t i o n ,  dur ing t h e  most 

r e c e n t  yea r s ,  i n  t he  gene ra l  a v a i l a b i l i t y  of domestic bank c r e d i t  

i n  Honduras (see Chapter 11) .  In  t u r n ,  t h i s  reduc t ion  i n  c r e d i t  

f lows has adverse ly  a f f e c t e d  t he  a ; r i c u l t u r a l  s e c t o r  more s eve re ly  

than  t h e  n o n - e g r i c u l t u r a l  s e c t o r  / see  Chapter  111) .  In  a d d i t i o n ,  

t h e r e  has a l s o  been a s i g n i f i c a n ~  r.:r?vction i n  t he  access  

of  Honduran a g r i c u l t u r a l  producers ta f o r e i g n  l i n e s  of  

c r e d i t .  The result in^, l ack  of l i q u i d i c y  and more l i m i t e d  



access t o  resources ex te rna l  t o  f irms appear t o  be constraining 

the  l e v e l s  of economic a c t i v i t y  in  t h i s  sec to r ,  while a l s o  

contr ibut ing t o  the negat ive r a t e  of growth, i n  r e a l  terms, 

observed f o r  a g r i c u l t u r e  during 1980. An infusion of 

resources w i l l  be needed, the re fo re ,  merely t o  maintain 

the  l e v e l s  of f inancing previously a t t a ined  f o r  the s e c t o r .  

There a r e  severa l  ways i n  which t h i s  contract ion of 

the volumes of crrdEt ava i l ab le  can be measured. A l l  of 

them lead t o  the same conclusion: t h e  Honduran a g r i c u l t u r a l  

sec tor  i s  su f fe r ing  from a  severe c r e d i t  crunch. Some of 

these  measures a r e  examined below: 

In t h e  f i r s t  p lace ,  i t  i s  important t o  observe t h a t ,  

even the  nominal values ,  a t  cur rent  p r i c e s ,  of the  annual 

flows of new a g r i c u l t u r a l  loans granted by the  Honduran 

banking system, has decl ined.  The following t a b l e  shows 

t h e  nominal va lue  of the flows of new a g r i c u l t u r a l  loans 

granted each year by t h e  banking system, a s  a  whole, a s  

well  a s  by the p r iva te  commercial banks and the publ ic  

devleopment banks. (The d i f f e rence ,  not  shown, corresponds 

t o  the spec ia l ized  savings i n s t i t u t i o n s ) .  

New a g r i c u l t u r a l  l oans  granted during t h e  year, in '000,000 of 
c u r r e n t  Lempiras. 

Banking System Commercial banks Development banks 



The nominal l e v e l  of t h e  f low of  a g r i c u l t u r a l  cz ,edi t  

dur ing 1980 was comparable on ly  t o  t he  l e v e l  a l ready  reached 

during 1976. It i s  important  t o  observe,  a l s o ,  t h a t  both 

t h e  f lows o f  c r e d i t  from t h e  commercial banks and from t h e  

development banks dec l ined ,  i n  nominal terms.  

It has  been claimed t h a t  much of t h i s  reduc t ion  i s  

expla ined by t h e  diminishing demand f o r  c r e d i t  f o r  c o f f e e ,  

a s  p r i c e s  f o r  t h i s  commodity have decl ined s ince  t h e  "boom" 

years  of  1976 and 1977. In o r d e r  t o  t ake  c a r e  of t h i s  

ques t ion ,  t h e  fol lowing t a b l e  p r e s e n t s  t he  nominal va lues  

of  t h e  f lows of  new c r e d i t  g ran ted  t o  a g r i c u l t u r e  by t h e  

banking system, excluding c o f f e e  : 

New a g r i c u l t u r a l  l o a n s  g ran t ed  du r ing  t h e  y e a r ,  exc lud ing  cof-  
f e e ,  i n  '000,000 of c u r r e n t  Lempiras. 

Banking system Commercial banks Development banks 

A s  t h e  previous  t a b l e  shows, t h e r e  has  been a s i g n i f i c a n t  

con t r ac t i on  of c r e d i t  f lows i n  1980, even i n  nominal t e rms ,  

and even i f  co f f ee  i s  excluded from t h e  p i c t u r e .  Money, 

of  courcz ,  i s  f u n g i b l e ,  and t h e  amounts of c r e d i t  g ran ted  f o r  



c o f f e e  a r e  j u s t  a po r t i on  of t h e  gene ra l i zed  purchasing power 

a v a i l a b l e  t o  t h e  s e c t o r .  There i s  no reason ,  t h e r e f o r e ,  t o  

exclude i t .  

C r e d i t ,  i n  g e n e r a l ,  i s  more scarce  now i n  t h e  Honduran 

economy. A g r i c u l t u r a l  c r e d i t ,  p ropo r t i ona t e ly  l e s s  abundant.  

That i s ,  whi le  t h e  a g r i c u l t u r a l  s e c t o r  r ece ived  30 .1  pe rcen t  

o f  t h e  f low o f  new loans  of t h e  banking system, dur ing  1977, 

i t  on ly  rece ived  2 0 . 7  percent  o f  t h e  1980 flow. A g r i c u l t u r a l  

c r e d i t  has  con t r ac t ed  more r a p i d l y  than t o t a l  c r e d i t .  

Since i n f l a t i o n  has  been r e l a t i v e l y  high dur ing t h e  

second h a l f  o f  t he  19701s ,  t h e  r e a l  - va lue  o f  t h i s  f low o f  

a g r i c u l t u r a l  c r e d i t  has  dec l ined  even f a s t e r  than t h e  

nominal v a l u e .  That i s ,  i n  t e r m s  of  r e a l  purchasing power, 

t h e  a g r i c u l t u r a l  s e c t o r  has command ove r  l e s s  r e s o u r c e s ,  

through access  t o  bank c r e d i t ,  than  before .  ' The fol lowing 

t a b l e  p r e s e n t s  t h e s e  f i g u r e s :  

New agricultural l o a n s  granted during t h e  year, 
of c o n s t a n t  Lempizaa o f  1966. 

Banking svstem Commercial Banks 

74.6 
79.2 
88 . 
77.5 
68.8 
66.4 

124.7 
160.9 
136.6 
136.3 
83.1 

Develo~ment  banks 
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In r e a l  t e rms ,  t h e  annual  flow of new a g r i c u l t u r a l  

l o a n s  dec l ined  by 16.1  p e r c e n t ,  du r ing  1978, and by 37.7 

p e r c e n t ,  du r ing  1980, f o r  t h e  whole banking system. I n  t h e  

c a s e  of t h e  commercial banks ,  it dec l ined  by 15.1 p e r c e n t ,  

du r ing  1978, and by 39 .0  p e r c e n t ,  dur jng  1980. In  t h e  ca se  

of t h e  development banks ,  it dec l ined  by 19.6 p e r c e n t ,  

du r ing  1978, and by 34.7 p e r c e n t ,  dur ing  1980. 

These r e d u c t i o n s  i n  t h e  r e a l  va lue  of a g r i c u l t u r a l  

c r e d i t  a r e  ve ry  s u b s t a n t i a l .  For t h e  banking system a s  a 

whole, t he  1980 l e v e l  of 121.4 m i l l i o n  of constant 1966 

Lempiras, had a l r e a d y  been surpassed  i n  1972. That is,  

a t  t h e  end of t h e  decade,  t h e  banking system was g r a n t i n g ,  

i n  r e a l  t e rms ,  as much as it was a l r e a d y  g r a n t i n g  a t  t h e  

beginning of t h e  decade.  During t h e  decade,  however, po- 

p u l a t i o n  was r a p i d l y  growing, s o  t h a t  i n  w c a ~ i t a  

t e rms ,  t h e r e  was a s i g n i f i c a n t  r e d u c t i o n  i n  t h e  

a v a i l a b i l i t y  of r e a l  c r e d i t .  During t h e  decade,  a l s o ,  

a g r i c u l t u r a l  p roduc t  ion was i n c r e a s i n g  , s o   hat t h e  same 

l e v e l  of r e a l  c r e d i t  f inanced  a  s m a l l e r  p ropo r t i on  of an 

i n c r e a s i n g  r e a l  ou tpu t .  

I f ,  s t a r t i n g  from t h e  1970 l e v e l  of 106.6 m i l l i o n s  

of constant Lempiras, t h e  r e a l  f lows of a g r i c u l t u r a l  l o a n s  

would have grown a t  an average annual  r a t e  of f i v e  p e r c e n t ,  

t h e  1980 l e v e l  should  have been 173.7 m i l l i o n s  of c o n s t a n t  

Lempiras, and no t  t h e  a c t u a l  l e v e l  of 121.4 m i l l i o n .  That  
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- 
i s ,  i n  cons tan t  Lempira t e rms ,  the. gap i s  52 .3  m i l l i o n s  of 

- 

cons tan t  Lempiras. This  i s  equ iva l en t ,  i n  nominal terms,  
- 

t o  120 .0  m i l l i o n s ' o f  c u r r e n t  Lezp i ras .  That i s ,  t o  have 

kept  a r e a l  annual  average r a t e  of  growth of f i v e  p e r c e n L  

the  f low of  c r e d i t  should have been, i n  1980, 120.0  m i l l i o n  

Lempiras more than i t  was. 

In  comparison wi th  t h e  r e a l  l e v e l  reached dur ing 1977, 

on t he  o t h e r  hand, t h e  1980 l e v e l  represen ted  on ly  54.2  

percen t .  In o rde r  t o  merely mainta in  t he  r e a l  va lue  o f  t h e  

f low of  a g r i c u l t u r a l  c r e d i t  g ran ted  fu r ing  1977, t h e  bank- 

system would have r equ i r ed  2 3 5 . 4  m i l l i o n  of Lempiras, i n  

a d d i t i o n  t o  t h e  amounts a c t u a l l y  g ran ted .  Th i s  i s ,  of course ,  

t h e  r ecen t  exper ience o f  Honduran farmers.  During t h e  cof fee  

boom they  became used t o  l e v e l s  of investment,  consumption, 

imports ,  e t c .  t h a t  cannot be maintained now. They a r e  

exper iencing a severe  reduc t ion  i n  t h e i r  command over 

resources  t h a t  j u s t i f i e s  a d d i t i o n a l  i n f u s i o n s ,  merely t o  

make t h i s  impoverishment l e s s  r a p i d .  - 

F i n a l l y ,  t h e r e  i s  no r ea son  t o  suppose t h a t  t h e  1970 

s i t u a t i o n  was an i d e a l  l e v e l  of f i n a n c i a l  i n t e r m e d i a t i o n  f o r  

t h e  a g r i c u l t u r a l  s e c t o r .  If ,  i n  r e a l  t e rms ,  t h e  f low of c r e d i t  - 

i s  a s  h igh  as it was i n  t h e  e a r l y  1 3 7 0 8 s ,  t h i s  may only mean 

t h a t  it is  i n  as  bad a p o s i t i o n  as it was t hen  and t h a t  no 
- 

prog re s s  h a s  been made, wi th  r e s p e c t  t o  t hose  y e a r s .  Ac tua l ly ,  
- 

much p r o g r e s s  had been made between 1975 and 1978, bu t  it has  - 

been l o s t  du r ing  t h e  most r e c e n t  y e a r s .  
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It may be argued t h a t  t he  lower volumes, i n  r e a l  terms,  

of a g r i c u l t u r a l  c r e d i t ,  a r e  simply a r e f l e c t i o n  of a  l a c k  of 

demand f o r  c r e d i t ,  because t h e r e  a r e  no product ive  oppor - 
t u n i t i e s  i n  t h e  s e c t o r .  This  i s  no t  t he  ca se ,  however. 

There are numerous i n d i c a t o r s  and s igns  of u n s a t i s f i e d  excess 

demand f o r  c r e d i t  i n  t h e  Honduran a g r i c u l t u r a l  s e c t o r .  Both 

p r i v a t e  banks and PANADESA cla im t h a t  they  have queues of 

u n s a t i s f i e d  c l i e n t s  t h a t  cannot be served because of l a c k  

of funds. These p o t e n t i a l  borrowers would be w i l l i n g  t o  

borrow even a t  h igher  r a t e s  of i n t e r e s t .  

I f  t h e  reduced volumcs of  c r e d i t  were a r e s u l t  o f  a 

l ack  of demand, r a t h e r  than l a c k  o f  supply ,  t he  amounts of 

a g r i c u l t u r a l  credit: would dec l ine  p a r i  passu wi th  t h e  l e v e l s  

of a g r i c u l t u r a l  ou tpu t  and t h e  r a t i o s  of c r e d i t  t o  ou tpu t  

would remain cons t an t .  They have dec l ined  s i g n i f i c a n t l y ,  

however, suggest ing t h a t  t h e  r educ t ion  i n  t h e  supply of c r e d i t  

has  taken p l a c e  much more r a p i d l y  than a p o t e n t i a l  con t r ac t i on  

of  the  demand. The fol lowing t a b l e  p r e sen t s  t h e  r a t i o s  of  

t h e  f lows of  new loans  f o r  t h e  a g r i c u l t u r a l  s e c t o r  t o  t h e  

f lows of t he  g ros s  va lue  of output  of t he  s e c t o r ,  a s  wel l  

a s  t o  t h e  f lows of va lue  added i n  t h e  s e c t o r  ( i t s  c o n t r i -  

but  ion t o  GDP) : 



RATIOS OF AGRICULTURAL CREDIT TO AGRICULTURAL OUTPUT 
- 

New l o a n s  t o  z r o s s  va lue  New loans  t o  va lue  added - 

The previous  t a b l e  shows t h e  e x t e n t  t o  which t h e  r a t i o  

of t h e  f low of new a g r i c u l t u r a l  l oans ,  t o  t he  g ros s  v a l u e  of - - 
a g r i c u l t u r a l  ou tpu t ,  dec l ined ,  from 43.4 pe rcen t ,  i n  1977, 

t o  20 .1  pe rcen t ,  i? 1980. This  i s  a  severe  and dramatic 

r educ t ion1  t h e s e  r a t i o s  u s u a l l y  change by a few percen tage  

p o i n t s  i n  a decade,  Ac tua l ly ,  t h e  1980 l e v e l  of t h e  r a t i o  

was t h e  lowes t  d u r i n g  t he  1 9 7 0 t s ,  lower than  t h e  27.3  p e r c e n t  

observed i n  1970. 

The same e x t e n t  of r e d u c t i o n  is observed wi th  r e s p e c t  

t o  t h e  r a t i o  of new l o a n s  t o  v a l u e  added i n  t h e  a g r i c u l t u r a l  

s e c t o r .  Th is  r a t i o  dec l ined  from 31 ,4  p e r c e n t ,  f o r  1977, t o  

15.2  p e r c e n t ,  i n  1980. A t  t h e  same t ime ,  t he  r a t i o  of t o t a l  

c r e d i t  t o  Gross Domestic Product  dec l i ned  from 40.4 p e r c e n t ,  

i n  1977, t o  26.3 p e r c e n t ,  in  1980. There has  been, t h e r e f o r e ,  

a s u b s t a n t i a l  r e d u c t i o n  i n  t h e  l e v e l  of f i n a n c i a l  i n t e r m e d i a t i o n  
- 

i n  Honduras, The r e d u c t i o n ,  however, ha s  been more d r a s t i c a l l y  
- 



f e l t  in t h e  a g r i c u l t u r a l  s ec to r .  This i s  j u s t  another 

manifestat ion of the i ron  law of i n t e r e s t  r a t e  r e s t r i c t i o n s .  

When c r e d i t  volumes a r e  contracted i n  an environment with 

d i s t o r t e d  i n t e r e s t  r a t e s ,  t h e  more c o s t l y  and r i s k i e r  

a c t i v i t i e s ,  l i k e  a g r i c u l t u r e ,  s u f f e r  more than proport ionately.  

There i s  more than enough j u s t i f i c a t i o n ,  t h e r e f o r e ,  t o  

support t h e  Honduran a g r i c u l t u r a l  sec tor  with add i t iona l  

c r e d i t  flows. This pol icy  i n i t i a t i v e  should be looked upon 

a s  a complementary ac t ion  t o  be taken in  conjunction with 

t h e  f i n a n c i a l  and i n s t i t u t i o n a l  reforms discussed i n  the  

previous sec t ion .  These two ac t ions  together  should c o n s t i t u t e  
> .  

both a  necessary and ) s u f f i c i e n t  condition to  improve the  

funct ioning of rurA-  f t z a n c i a l  markets i n  Honduras. 


